DEPRECIATION AMENDMENT 
DEFERRED 
HE government’s decision not to 
give effect to the Hulme commit- 
e’s recommendations on depreciation 
disappointing, but is consistent with 
financial policy adopted in the cur- 
economic situation. Briefly stated, 
position in 1954-55 was that 
pmestic expenditure on goods and ser- 
bes exceeded the value of output by 
proximately £170 million. In these 
reumstances, the Treasurer an- 
anced that tax concessions (which 
buld involve an increase in private 
nding power) could not be con- 
ed at the present time. 


There are only two possible remedies 
f a situation in which spending is 
itrunning production: one is to curb 
nding, the other to increase produc- 
n (or reduce costs, which has the 
ne result). The government’s policy 
“no tax relief” has been the subject 
criticism. Taxation is a means of 
msferring spending power from tax- 
lyers to the government, and the ef- 
y of this policy as a means of 
tuntering inflation will depend on 
er the government uses. the 
nding power more wisely than the 
Kpayers themselves would have 


wt has been argued that the Hulme 
Mmmittee’s recommendations, if 
pted, would provide an incentive 
industry to replace out-of-date 
This might be expected—in 

® long run, at any rate—to help re- 
fe costs. In the Treasurer’s view, 
ever, “investment in plant, build- 
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Editorial 


ings and the like is already running at 
levels too high for stability,” and the 
immediate consequence of more gen- 
erous depreciation allowances would 
be to put an even greater strain on 
existing resources. 


Another consideration was that, if 
the depreciation recommendations were 
adopted, the eventual cost to the re- 
venue would be nearly £40 million a 
year at present income tax rates. 


It will be a pity if the Hulme com- 
mittee’s report has been permanently 
shelved. The recommendations were 
rejected this year for reasons of ex- 
pediency, and it was conceded by the 
Treasurer and has been generally 
agreed that they provide equitable 
solutions to a number of problems. The 
Treasurer in his budget speech said 
that action on the recommendations 
was being deferred. It is to be hoped 
that this means the government will 
reconsider them as soon as it is prac- 
ticable to do so. 


With the assistance of the Common- 
wealth Committee on Taxation, the 
government has done a great deal 
recently to simplify our income tax 
laws. As examples, the undistributed 
profits tax levied on private companies, 
and the taxation of lease premiums, 
were formerly areas of dispute and 
misunderstanding, but these provisions 
have now been considerably simplified 
to the benefit of taxpayers and the de- 
partment. It is not easy to maintain 
both simplicity and equity in a taxing 
statute, and any suggested changes 
which appear to combine these two 
qualities should not be lightly cast aside. 
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Probate Valuations 
of Private Company Shares 


ROSS DREW 


HE valuation of unquoted shares is 

sometimes regarded as an exercise 
in elementary mathematics. In fact 
the arithmetic involved is usually very 
simple, and the difficulties of valuation 
arise from the selection of the figures 
to be used rather than the calculations 
themselves. Over-emphasis of the 
arithmetical side of the valuation gives 
a deceptive appearance of accuracy to 
the result obtained, whereas in any 
given case it is usually possible to 
make a number of calculations, all giv- 
ing different results. 

In selecting data for use in calcula- 
tions the valuer is also faced with the 
problem that what may be a fair value 
for, say, the purposes of sale in ac- 
cordance with a company’s articles of 
association may be different from a 
valuation made for the purposes of 
selling the concern to another company, 
and both these values may be different 
from a valuation for probate purposes. 
This article is mainly concerned with 
the application of general principles to 
valuations for probate purposes. 


Valuation as an Opinion 


To make a valuation is to express an 
opinion. This generalisation is in- 
tended to emphasise that valuations of 
all types represent judgments or 
opinions of the valuer, whether the 
items valued are shares, properties, 
livestock, furniture or works of art. 
Those engaged in the valuation of 
shares in private companies sometimes 
envy the valuer of furniture or stock 
who is usually limited to placing a fig- 





Ross Drew, B.Ec., F.C.A. (Aust.), is a 
partner in the Sydney firm of E. S. 
Wolfenden & Co., Chartered Account- 
ants (Aust.). 
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ure against each item concerned 
Usually the valuer of private company 
shares must be prepared to support his 
valuation with a written explanation 
and calculations resulting in a figure 
equal or very close to the valuation 
adopted. 


The fact that a particular share 
valuation is the result of either a 
simple or involved calculation still 
does not remove it from the status of 
an opinion, however expert such opin- 
ion may be. It is therefore not pos- 
sible to arrive at a share valuation with 
the same weight of authority as, say, 
the amount of a company’s taxable 
income. In the latter case, given cer- 
tain data, the calculations to be made 
are prescribed by law and not by the 
judgment of the valuer. 


This emphasis on the judgment of 
the valuer is fairly obvious in property 
valuation, but even with listed shares 
or bonds the difference is only a matter 
of degree. In these cases the valuer 
still has to use his judgment in select- 
ing the quotes to be adopted or inter- 
polations to be made between quotes 
and/or sales. 


Effect of Articles on Share Values 


In making a valuation for probate 
purposes, the valuer has to take into 
account certain powers given under 
statute law to the various Commis 
sioners levying duty on the valuation. 
Under the Federal and state acts Im 
posing duties the revenue authorities 
are, broadly speaking, usually entitled 
to disregard sale provisions included 2 
articles of association. Thus sectiol 
16A of the (Federal) Estate Duty 
Assessment Act entitles the revenue 
authorities to assume that the articles 
comply with stock exchange requir 
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PROBATE VALUATIONS — Continued 


It has been stated that the 
e of this particuluar section is 
to remove differences between valua- 
tions of private company shares which 
may arise solely from variations in dif- 
ferent sets of articles, rather than to 
require all shares to be valued as if 
they were listed investments.' Valuers 
should make themselves familiar with 
the statute law relating to this aspect 
of their valuations and text books 
dealing with interpretations of the 
statutory provisions. 


ments. 


Valuation and Market Price 


Generally speaking a correct pro- 
bate valuation of shares at a given 
date is the market price on that day. 
This generalisation assumes that there 
is a market, a position which does 
exist with most listed shares. Even 
if there are no sales or quotes for a 
particular day, there is usually enough 
information available on other days to 
make a price valuation which would be 
acceptable to all concerned. 


Current official practice in probate 
valuations for listed shares is to value 
at market price at date of death, even 


if subsequent prices drop, and an 
executor wishing to depart from this 
practice would have difficulty in hav- 
ing a lower value adopted by the 
Courts. 


The above market price method is 
not accepted by all authorities on the 
subject. For example, R. L. Sidey has 
written : 

“Stock Exchange quotations do not offer 
even the semblance of a guide to valuation of 
shares for investment purposes which is their 
real value. There is such a thing as a real, 
ttue or intrinsic value, and that wiil never be 
found where an element of speculation enters 
inthe determination of such a value.” 

Without going as far as this, one 
must agree that there is much to be 
said for the existence of an intrinsic 
value which, although not fixed and 
permanent, does not fluctuate from day 
today in sympathy with the operations 


*See F.C. of T. v. Sagar, 71 C.L.R. 422. 
*The Valuation of Shares, at p.8. 
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by a fringe of owners of a relatively 
small proportion of a company’s issued 
shares. One often feels that even a large 
movement in the market price of a par- 
ticular share is the belated recognition 
of a relatively stable intrinsic value 
which has always attached to that par- 
ticular share. However, despite the 
attractions which may attach to mak- 
ing a valuation on an “intrinsic value” 
basis, the practical position is that for 
listed shares market price is the cor- 
rect valuation for probate purposes 
although not necessarily for other pur- 
poses. 


In the case of private companies, if 
there is a market, then market price 
will apply for probate purposes. But 
this is the exception, the rule being 
that there is no market price for the 
shares of individual private companies. 


In such cases the concept of “a will- 
ing buyer and a willing but not anxious 
seller’* has been evolved. It is prob- 
able that in many cases this is the ac- 
tual position in the market when prices 
are being determined for listed shares. 
There are also many other cases in the 
market where a particular selling or 
buying pressure determines price but 
these factors are excluded by the above 
concept. A common reason for selling 
pressure is the disposal of large par- 
cels of shares and it now appears that 
the discounting of valuations for large 
parcels of shares owing to difficulty of 
disposal is not acceptable in Australian 
probate valuations. This is not unfair 
in principle, although it may appear to 
be so in particular cases. The “willing 
buyer and willing but not anxious 
seller” principle means that the valuer 
has no greater right to assume that 
the shares have to be sold than to as- 
sume that a buyer must purchase the 
shares. 


When making a valuation in accord- 
ance with this principle, the valuer has 
to follow a somewhat more reasoned 
approach than often takes place in the 
listed share market, although not a 
very different approach from that fol- 
lowed when actual sales of private 





*Spencer’s Case, 5 C.L.R. 418. 





PROBATE VALUATIONS — Continued 


company shares are negotiated in the 
absence of a market. Nevertheless, 
there is a fundamental difference be- 
tween a price valuation (i.e., a valua- 
tion at market price) and a calculated 
valuation. The latter is not respon- 
sive to many of the passing vagaries 
found in the market and, although not 
necessarily equal to the “intrinsic 
value” of the share, it cannot be called 
a market price. Market prices are not 
calculated figures, but represent a 
series of judgments by buyers and 
sellers. 

A contrary view is implied by an 
idea sometimes expressed that a 
mathematician should be able to evolve 
a formula which would give exactly 
the right emphasis to profits, security 
and other factors, and should thus 
enable a valuation corresponding to 
market price to be determined for all 
shares, listed and unlisted. It is in- 
triguing to speculate on the uses to 
which such a formula could be applied 
—a cynic may well suggest that its 
discovery would never be announced. 

In practice, the various judgments 
which result in market prices are often 
influenced by factors which are not 
capable of mathematical expression. 
The test of the expert dealer lies in his 
ability to assess what other people 
think the value of the share to be, 
rather than his ability to work out a 
calculated valuation. In all the cir- 
cumstances it would be rather a co- 
incidence if a valuer, having unwit- 
tingly made a calculated valuation for 
a listed share, then discovered that his 
figure agreed exactly with the actual 
market price. 


Figures Used 
Before setting down any figures for 


calculation purposes, the valuer re- 
quires some information regarding the 
products of the company concerned, 
its trade prospects and its manage- 
ment. It is most important that the 
valuer does not automatically assume 
without enquiry that, because past re- 
sults have been good or because gen- 
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eral prospects in the trade are good 
the company he is concerned with ne. 
cessarily has the management an 
knowledge to take advantage of all the 
possibilities. 

The figures used for valuation pur. 
poses are usually taken from profit and 
loss accounts and balance sheets 
These documents are not normally pre. 
pared for valuation purposes and the 
figures frequently require adjustment 
for taxation, directors’ fees, deprecia- 
tion, etc., where the charges written 
off are more or less than will be met 
in future. Although he deals with 
past figures adjusted to suit his om 
purposes, the valuer is concerned with 
the future. There is no point in 
slavishly adopting the average of the 
past three or five years’ profits if, for 
example, all the circumstances point to 
the last year being the only one which 
gives any fair indication of future re 
sults. Results during a period of e- 
tablishment or from carrying on a dif- 
ferent type of business can hardly be 
included in a calculation of average 
profits intended to indicate the future. 


Where the profits included in the 
average calculation vary considerably 
this gives rise to the supposition that 
either the highest or the lowest figures 
were made under exceptional condi- 
tions, and if this is so they should not 
be taken into account in the average. 
On the other hand, if the variations 
represent a fair range of probabilities 
under current conditions then the busi- 
ness is presumably more risky than 
another where profits remain fairly 
constant. However, even if the pro 
fits used are selected and adjusted with 
the greatest possible care, their im- 
portance must be kept in perspective 
in relation to trade conditions. Profit 
figures in themselves contain no self- 
perpetuating factors. Past results do 
not cause future results, much as they 
may engender confidence in the ability 
of the business to continue profitably. 


Methods of Valuation 


As shares are bought primarily for 
the income they produce, a valuation 
obtained by capitalising this income 4 
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PROBATE VALUATIONS — Continued 


a suitable interest rate is frequently 
of. prime importance. It is almost 
needless to point out that if this 
method is adopted then the valuer 
should pay attention to the effect of 
altering his maintainable profit figures 
and his capitalisation rate. 

Where the capitalisation method of 
valuation is used, the result obtained 
should always be examined in con- 
junction with the net assets value of 
the shares, and the goodwill value if 
any. Although these valuations may 
be regarded as subsidiary they are im- 
portant tests of a valuation obtained 
by the capitalisation method. The 
capitalisation method has no applica- 
tion where there are no profits, and 
there are also other instances where 
it is of little importance. 


Capitalisation Method of Valuation 


This method is an accepted test of 
share prices, the dividend yield figures 
published in financial columns being 
the reverse of this process. In pro- 
bate valuations the capitalised value is 
frequently the main test of value, tan- 
gible assets and goodwill values being 
regarded as subsidiary tests. 

In the case of a private company run 
om similar lines to a public company, 
capitalisation of current dividends 
should also be the primary test of 
value. However, many private com- 
panies are not operated in this manner 
at all and dividends paid follow no 
consistent practice. As a private com- 
pany approaches the equivalent of 
small partnership or sole trader then 
clearly the profits are more important 

the current dividends. 


Some valuers take the maintainable 
profit figures, reduce them by a 
notional proportion for reserves, and 
then capitalise the remainder on a 
“dividend yield” basis. This practice 

been supported by the Court in 
some recently reported cases. Pro- 
Vided there is a corresponding differ- 
ence in the capitalisation rate, the 
valuations obtained by capitalising 
maintainable profits or maintainable 
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dividends are the same. It should be 
noted that, in capitalising dividends, 
it is the dividend likely to result from 
the maintainable profits which is to be 
capitalised. If an average of the ac- 
tual dividends over a period is capital- 
ised, without reference to the profits 
earned in the same period, then the 
valuer may be introducing a third vari- 
able factor into his calculations. In 
a valuation of shares obtained by 
capitalising profits or notional divi- 
dends, two separate opinions have to 
be formed by the valuer—firstly, the 
amount of the maintainable profit, 
and secondly, the capitalisation rate. 
The combined margin for error on 
these two matters is often so great 
that the selection of any one final value 
is very difficult. The introduction of 
a third variable factor (actual divi- 
dends instead of profits or notional 
dividends) creates more difficulties 
than it solves. Where the capitalisa- 
tion method is employed, current of- 
ficial practice in New South Wales is 
to capitalise profits, subject to other 
tests. 


Other Methods of Valuation 


In some cases the capitalisation 
method is of little or merely secondary 
importance. For example, in a case 
where a company owns a block of flats, 
the real value (as distinct from book 
value) of the main asset is the chief 
factor in valuing the shares, and it is 
normally very difficult to obtain accep- 
tance of a probate valuation much 
below (true) net assets value. In 
many small suburban business such as 
grocery stores, newsagencies, real es- 
tate agencies, milk runs, etc., the busi- 
nesses are bought and sold on a good- 
will basis with an adjustment for other 
assets. If a company owns such a 
business then the goodwill is the main 
factor in valuation. 

In the cases mentioned, the income 
potential as judged by rents collected 
or turnover is an important factor in 
valuing the main asset, but this is a 
different approach from that of valu- 
ing the shares by capitalising past pro- 
fits. 
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Rate of Capitalisation 

Selection of a capitalisation rate will 
depend firstly on whether profits or 
dividends are to be capitalised, but 
this is a matter of arithmetic. The 
two important factors affecting the 
rate selected are negotiability and risk. 


Negotiability 

Negotiability as a major factor in 
determining capitalisation rates is 
peculiar to private companies. 

The shares of some public companies 
may suffer a little because the com- 
pany is small and not well known, 
resulting in a restricted market for 
the shares, but the shares of prac- 
tically all private companies have no 
market at all—it is often a case of 
not only being unable to sell quickly 
but of being unable to sell at all. This 
lack of negotiability has a very marked 
effect on values. In some legal de- 
cisions affecting the valuation of par- 
ticular shares, values have been dis- 
counted by a percentage to cover this 
factor. However, in view of the varia- 
tions between different private com- 
panies, it is difficult to assume that the 
percentages used in such cases should 
apply to the shares of all private com- 
panies. 

As a rough and not very reliable 
guide, the negotiability of a share in- 
creases with the number of share- 
holders. On this basis the negoti- 
ability of shares as such reaches zero 
in a two-man partnership, although in 
this case the valuer would be valuing 
on the basis of a partnership interest 
rather than a share interest. 

However, a valuer frequently en- 
counters an intermediate stage where 
a minority shareholding cannot be re- 
garded as a partnership interest, the 
member having no voice in the man- 
agement and control. Such a share- 
holder, as far as negotiability is con- 
cerned, has no counterpart in a pub- 
lic company; his shares are only sale- 
able at a sacrifice to a major share- 
holder, and any other buyer would 
normally require a very high yield. 
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In official probate valuations, alloy. 
ance is usually made for the lack of 
negotiability of private com 
shares, as compared with list 
shares, but no special reduction js 
granted for minority interests of the 
type mentioned above, often with up. 
fair results. In reported cases there is 
little support for the application of 
reduced valuations to minority inter. 
ests. 

Risk 

Risk relates to the possibility of loss 
by the investor. The company’s shares 
may fall in value because of the failure 
of the business or merely because no 
dividends are paid through lack of 
profits and/or finance. The type of 
business, its management and its fin 
ances must all be taken into account 
in assessing risk. 


Generally speaking banks and insur- 
ance companies represent the least 
risk to an investor and tend to show 
the lewest yields. Companies produc 
ing ncn-durable consumer goods such 
as food, clothing, beer, tobacco, ete. 
involve less risk to the investor than 
companies producing capital goods. 
Semi-monopolies requiring competent 
rather than excellent management tend 
to be preferred to the highly competi- 
tive concern dependent on first class 
management. 


Theoretical considerations of this 
kind give some guide to relative risk 
rates, but in practice factors related to 
management and finance often over- 
ride these considerations—a well man- 
aged and financially sound but highly 
competitive manufacturer of -capital 
equipment may well involve less risk 
to the investor than a newly launched 
insurance company. The Stock Er 
change Gazette will provide many illus- 
trations on these lines. 


Comparison with Stock Exchange 
Yields 


When selecting a rate of capitalise 
tion for a particular case, the valuer 
will be fortunate if he can obtain 8 
clear cut comparison with a compaly 
listed in the Stock Exchange Gazette. 
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PROBATE VALUATIONS — Continued 


There are of course the initial difficul- 
ties that: (a) the quoted share is ne- 

iable but the private company share 
isnot; (b) the yield rate for the quoted 
share relates to dividends and not 
profits; and (c) the yield rate for the 
quoted share may be influenced by ex- 
pectations of a rise in the dividend rate 
or by expectations of new share is- 


Substantial as these difficulties may 

appear to be, the greatest difficulty is 
to obtain a truly comparable listed 
sock. It is difficult to find a listed 
concern which carries on exactly or 
even substantially the same type of 
business as a private company, and 
similarity of business may be out- 
weighed by differences in management 
or financial position. 


The selection of a capitalisation rate 
is clearly a matter which the valuer 
amnot approach with too many pre- 
enceived ideas. In practice, it is ad- 
visable to discover the effect of select- 
ing different rates and to compare the 
results obtained with tangible assets 
and goodwill values. 


Goodwill 

The value placed on goodwill is of 
great importance in any share valua- 
tion. This is so whether the goodwill 
value is a prime factor in determining 
the valuation to be placed on a com- 
pany’s shares or merely a residual fig- 
ue resulting from the difference be- 
ween the capitalised value of the 
shares and the net tangible assets 
value thereof. 


As mentioned earlier, the valuation 
of goodwill is the first step in valuing 
me small businesses. Grocers’ shops, 
for example, have a goodwill value re- 
ted to turnover, the goodwill of estate 
wencies is usually related to the rent 
wll, bakeries to the flour used, milk 
its to gallonage. Goodwill in these 
tases usually has a discoverable market 
value, and this figure should be used 
m valuing the shares of a company 
Wiing such a business. The need to 
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value goodwill independently as a first 
step in valuation usually occurs when 
the invested capital (in tangible as- 
sets) is relatively small, and the pro- 
fits arise from services rendered or 
processes used rather than from the 
employment of capital. Where there 
is no market value for goodwill, a 
valuation may be made at a given num- 
ber of years’ purchase of the profits 
or at some other multiple of the super- 
profits. 

Where shares are valued by the 
capitalisation of income method, then 
the value (if any) attached to goodwill 
is the surplus of the valuation ob- 
tained over the value of the net 
tangible assets. Under this method 
the values of other intangible as- 
sets, such as trade marks, patents, 
agency rights, etc., are included in the 
goodwill figure. If the current values 
of the fixed assets are known, or if the 
assets of the company have been re- 
cently revalued, then the goodwill fig- 
ure obtained by the residuary method 
is correspondingly more accurate. 
Although replacement valuations may 
not be available the valuer should in- 
quire concerning the basis of book 
values used for fixed assets, as he will 
expect the residual goodwill to be 
higher if these assets have been held 
for many years and are valued at or 
under historical cost. 


Goodwill is the measure of the ability 
of a given group of assets to earn a 
profit in excess of a reasonable yield 
on the capital investment, the yield re- 
quired depending on the risks involved. 
Subject to the arithmetic used in valu- 
ing the assets, and the risks involved, 
goodwill tends to vary with the demon- 
strated ability of a business to turn its 
capital over. Where the relationship 
between capital (i.e., net tangible as- 
sets employed) and profits is relatively 
inelastic, goodwill tends to be low or 
non-existent. Thus with banks and 
some classes of heavy industry this 
position arises because extra capital is 
required if there are to be significant 
additions to profits. In the case of 
banks, shares are sometimes available 
at less than assets value, and probably 


375 





PROBATE VALUATIONS — Continued 


this would frequently be the case if 
book values were brought up to date. 

In contrast to the above position, 
some industries have a very large ex- 
pansion potential in that, given the 
demand, they can expand production 
and profits greatly with considerably 
less than a pro rata increase in the net 
assets employed. During the 1949-51 
boom period many retail stores were 
in the fortunate position of being able 
to increase their rate of stock turn- 
over considerably. This meant addi- 
tional profits without a proportionate 
increase in the capital required. Pic- 
ture theatres are another example of 
a fixed capital investment which 
may have a very considerable margin 
for earning increased profits without 
further investment. However, the 
risks attached to this industry may 
well reduce the goodwill below the 
figure obtainable in a more stable in- 
dustry with similar possibilities of ex- 
panding turnover. 

These contrasting examples _illus- 
trate the difficulty of making any gen- 
eral rule for valuing goodwill. In 
practice, the valuer tests his pro-forma 
valuation (obtained by the capitalisa- 
tion method) by ascertaining the re- 
siduary value attributed to goodwill. 
If this value seems too high then the 
supposition is that the maintainable 
profit figure is too high or that the 
same effect has been obtained by using 
a capitalisation rate which is too low. 

There is of course no reason for any 
assumption that goodwill must appear 
in a valuation. Many dividend pay- 
ing concerns are unable to show a 
reasonable return on the net tangible 
assets employed and can be purchased 
on the stock exchange at less than net 
tangible assets value. Some investors 
regard goodwill as the measure of their 
possible loss in event of liquidation, 
and a valuer would recheck his as- 
sumptions if goodwill represented 
over ten to fifteen per cent. of his 
valuation. 


The usual method is to express good. 
will as a ratio of the annual profit, 
The question implied here is “hoy 
long would it take to set up a similar 
business and earn similar profits? 
There is little point in paying th 
equivalent of two years’ profits as 
goodwill to buy a business which can 
be set up and successfully operated in 
a very short period. 


In some businesses, one year’s pro 
fits tends to be the maximum price for 
goodwill although this is clearly in. 
fluenced by factors such as site, patents 
employed, availability of specialised 
equipment and period of establishment. 
A rule of thumb sometimes employed 
in the case of a successful company is 
to adjust the capitalisation rate so that 
goodwill varies from one and a half 
times to twice the annual profits, 
Practical application of this method 
depends on the valuer being satisfied 
that the capitalisation rate required 
and the measure of goodwill is reason- 
able in the circumstances. There is 
also the difficulty that peculiar frac- 
tional rates of capitalisation may be 
required to bring about a reasonable 
result for goodwill, and in such cases 
the valuer must be prepared to defend 
the rate on the ground that the good- 
will is properly valued in the circum- 
stances. 


Conclusion 


This article may be concluded by 
again stating that a valuation is a 
opinion. Before giving this opinion 
the share valuer must: (a) be aware 
of any statute law or provisions in the 
articles affecting his valuation; (b) 
in the absence of a market price for the 
shares, inform himself on the rele 
vant facts concerning the company, its 
business, management, prospects ali 
profits; and (c) be prepared to test his 
valuation calculations against results 
obtained by other calculations. In the 
final analysis, ability to value a share 
correctly is a test of the judgment of 
the valuer. 
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Recent amendments to the Queens- 
land Companies Act provide for 


More Rights 
for Queensland Shareholders 


R the third successive time, a re- 

cent session of the Queensland Par- 
lament passed amendments to the 
Companies Act. The amendments 
which became law in April provide for 
investigation by the Crown Law Officer 
of the affairs of a company and insert 
anew section, 379A, to give wider and 
more effective protection to minority 
shareholders. 


Investigation of Affairs 


The first amendment adds a new 
paragraph to sub-section (8) of s. 145 
of the Companies Act. The amend- 
ment gives further power to the Crown 
Law Officer in those cases where an 
inspector has been appointed to inves- 
tigate the affairs of a company. Under 
certain circumstances, the Crown Law 
Officer, under the new amendments, 
may :— 

(a) present a petition for the company 
to be wound up by the Court (unless 
the company is already being so wound 
up) ; and/or 

(b) present a petition for an order, 
other than a winding up order, under 
new s. 879A (this is described below). 


The circumstances under which he 
can take these actions arise where the 
information contained in a written re- 
port, which the Crown Law Officer 
receives from the Commissioner of 
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Police or Registrar of Companies, con- 
tains information which gives him 
reasonable cause to suspect that :— 
(a) the company is not carrying on 
business in good faith in the interests 
of shareholders; or 


(b) the directors, managers or officers 
of the company have been guilty of 
fraudulent or negligent conduct which 
has caused, or is likely to cause, 
serious loss to the company or share- 
holders; or 


(c) the company is endeavouring to 
raise capital from the public by unlaw- 
ful or dishonest means. 


Protection of Minorities 


The second amendment is designed 
to give wider protection to minority 
shareholders. The purpose seems to 
be to give them some protection against 
unscrupulous directors. The new sec- 
tion inserted by the amendment 
(s. 379A) is fairly long and its mean- 
ing can best be understood by looking 
at it in different parts. Basically, it 
provides for the Court to issue, at its 
discretion, various orders. 


Who may Apply for an Order 


Application to the Court for such an 
order may be made by “any member of 
a company who complains that the af- 
fairs of the company are being con- 
ducted in a manner oppressive or in- 
jurious to some part of the members 
including himself;” or by the Crown 
Law Officer “in a case falling within 
paragraph (v) of sub-section (8) of 
s. 145 of the Act” (these are the cir- 
cumstances described above under the 
heading “Investigation of Affairs.’’) 
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Factors Considered by the Court 


The Court may at its discretion is- 
sue various orders (which will be de- 
scribed later) if it is of the opinion :— 
(a) that the affairs of the company 
are being conducted in a manner op- 
pressive or injurious to some part of 
the members; 

(b) that those members affected by 
the conduct of the company’s affairs 
are entitled to relief; 

(c) that the petitioner is not acting 
unreasonably in seeking an order 
_ under this section instead of pursuing 
some other remedy, if any, available 
to him. 


Powers of the Court 


If the Court has formed any of the 

opinions mentioned above, it may with 
a view to bringing an end to the mat- 
ters complained of, at its discretion, 
make :— 
(a) a winding-up order (but only 
where it is of the opinion that in the 
absence of any other remedy it would 
be just and equitable that the company 
should be wound up) ; or 


(b) such order as it thinks fit, whether 
for regulating the conduct of the com- 
pany’s affairs in future, for the pur- 
chase of the shares of any of the mem- 
bers of the company by other members 
of the company or by the company it- 
self (and, in the case of a purchase 
by the company itself for the reduction 
accordingly of the company’s capital), 
or otherwise. (Apparently the Court 
may virtually issue any type of order 
which appears most suitable and effec- 
tive for a particular case.) 


The wide powers described under 
(b) above are apparently provided for 


the cases where the complaining mem. 
bers would be unfairly prejudiced by, 
winding-up order. It is interesting 
to note that the Court has power, 
inter alia, to make an order for the 
purchase of the shares of any member 
or members by other members of the 
company or by the company. That, 
of course, is a variation of the fairly 
common principle in company legish- 
tion that it is illegal for a company to 
purchase its own shares. 


Incidental or Consequential Amend- 
ments 

In sub-sections (3) and (4) of new 
s. 379A are provisions of a more o 
less administrative nature. If an order 
of the Court makes any alteration or 
addition to the company’s memorap- 
dum or articles, the company cannot 
without approval of the Court make 
any further addition or alteration t 
the memorandum or articles inconsis- 
tent with the provisions of the order. 
Alterations or additions made by a 
Court order will have the same effect 
as if made in the ordinary way bya 
resolution of the company. The com 
pany must deliver a copy of a Court 
order under this section to the Regis- 
trar within fourteen days. 

It will be interesting to see how these 
provisions will be applied by the 
Court. For example, would the Court 
be likely to issue an order where the 
company makes little or no profits 
mainly because its products are sold 
on over-generous terms to a company 
or business in which a director may be 
interested? Fortunately those practices 
are not widespread. As members o 
both sides of the House stated, the af- 
fairs of companies are generally ru 
most honestly. The amendments were 
introduced for the few cases where 
abuses exist. 
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This article first appeared in 
Accounting Research, January, 


1955, and is reprinted by permis- 
sion of the Editors of that journal. 


Blueprint for 
A Theory of Accounting 


IS twenty-five years since Profes- 

sor J. B. Canning wrote “the ac- 
countants have no complete philo- 
sophical system of thought about in- 
come nor is there any evidence that 
they have ever felt the need for one.” 
Even today the statement is true. In 
fact, accountants do not appear to have 
any complete system of thought about 
aceounting—and this might well be 
considered a more fundamental lack. 


There are unquestionably several 
systems of thought about the practice 
of accounting: systems which attempt 
to categorise the kinds of things ac- 
countants do in practice. These sys- 
tems are almost all the subject can 
boast of in the way of theory, and for 
this reason accounting lacks the sharp- 
ness, the progressiveness and the vital- 
ity of other technologies. Other tech- 
nologies are based on systems of ideas 
which serve as references or criteria of 
performance. Their systems of ideas 
are not simply descriptions of prac- 
tice; they transcend applications as, 
indeed, any theory should. Only if a 
theory deals with the ideal can it serve 
a a guide to developments and im- 
provements in the practice of the re- 
lated technology. The conditions under 
Which the practitioner works will in- 
evitably cause his work or his results 
to fall short of the ideal, for the con- 
ditions are never ideal. But if the 
points at which the conditions fall 
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short are discerned, or if the deficien- 
cies in the technique are known (by 
reference to the theory), there is hope 
that the practice will be gradually im- 
proved. 


Theory and Practice 


It is necessary to distinguish be- 
tween systems of rules relating to the 
practice of accounting and a theory of 
accounting. A system of rules is ne- 
cessary for the consistent practice of 
any art, and it is useful to attempt to 
sort out the rules which appear to be 
followed. Only if the rules are ade- 
quately described is it possible to dis- 
cover inconsistencies in the system. 
But adequate description does not 
assist in determining which of two in- 
consistent rules should be adopted and 
which should be abandoned. The ques- 
tion must be referred to a more fun- 
damental proposition or set of pro- 
positions, to the theory of the subject. 


The early analytical writers on ac- 
counting appear to have been content 
to limit themselves to descriptions of 
practice. Accounting Concepts of Pro- 
fit, by Gilman, A Statement of Ac- 
counting Principles, by Sanders, Hat- 
field and Moore, Introduction to Cor- 
porate Accounting Standards, by Paton 
and Littleton, are examples of attempts 
to formulate and describe. Whether 
these writers deliberately or accident- 
ally avoided the use of the phrase “a 
theory of accounting” or whether they 
could not envisage a theory of account- 
ing as distinct from a description of 
practice is not known. But their works 
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cannot be impeached on the grounds 
that they do not present a theory of 
accounting, for there is no expressed 
intention in them to do so. 

It remained to post-war writers to 
attach the word “theory” to account- 
ing. But these writers seem to have 
been less discriminating, or more an- 
xious to employ a respectable word, 
than the writers of the ’thirties. They 
have given to substantially similar 
sets of rules as were formulated in the 
’thirties the description “accounting 
theory.” Thus we have Norris’s Ac- 
counting Theory, Bray’s Four Essays 
in Accounting Theory,  Littleton’s 
Structure of Accounting Theory, not 
to mention chapters in recent texts and 
articles in accounting journals which 
incorporate “accounting theory” in 
their titles. This practice is mislead- 
ing and for several reasons tends to 
hinder developments in accounting. 


The practice is misleading because 
it implies that there is nothing more 
fundamental in the study of accounting 
than formulations of practices. It is 
misleading because it tends to create 
the impression that accounting now 
has a basis similar to the basis of other 
technologies, whereas no scientist or 
technologist would be content with 
such a contradictory set of proposi- 
tions as those described, for example, 
by Gilman. It tends to hinder de- 
velopments because students of ac- 
counting are not encouraged to con- 
sider the possibility of alternative sys- 
tems of accounting; because there is 
so much in the formulations of prac- 
tice that is doctrinaire; because the 
real nature of the propositions put for- 
ward is not carefully considered; and 
because the assumptions underlying 
practice are not critically examined. 

But the so-called “theories” of ac- 
counting are not even complete de- 
scriptions of practice. Accounting on 
a cash basis was probably useful 


enough for centuries before the idea 
of matching costs and revenues was 
recognised; and wide sectors of the 
business community today find this 
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form of accounting adequate for theiy 
purposes. How, then, is its omigsig 
from the “theory” of the subject to be 
justified? It is dealt with in tex 
books describing accounting technique 
but the “theorists” seem quietly to ig. 
nore it. This can only be because ge. 
counting on a cash basis does not con. 
veniently fit into a neat (but in part 
unrealistic) system. 

In some of the more elaborate de 
scriptive studies, attempts are made tp 
justify rules or propositions on his. 
torical grounds and this is a common 
habit among accountants. The pro 
tagonists of conventional accounting 
frequently appeal to the antiquity of 
widely used practices. But antiquity 
is no criterion; in fact the history of 
other arts suggests that antiquity 
makes a practice suspect from the 
start. 

The environment and the conduct of 
organised activity has changed vastly 
since the days when double-entry 
book-keeping was cradled. It would 
be fatuous to expect the same proposi- 
tions to be valid now as were valid 
then, or to expect that no new proposi- 
tions now require to be added. The 
resort to history is, in any case, uD- 
necessary and restrictive. It implies 
that only tried and accepted rules can 
take an honoured place in the theory of 
the subject and it leaves little ground 
for speculating about more useful 
forms of accounting. 

Let it be admitted that formulations 
of practice are useful, and that his 
torical studies of practice and develop- 
ments of practice are interesting and 
informative. This still leaves account 
ing short of what may properly be de 
scribed as theory. 


The Form of a Theory 

If a theory of accounting is to go be 
yond practice and if the historical de 
velopment of the practice is to be dis 
regarded, upon what basis, then, may 
it proceed? Upon the same basis sub- 
stantially as any other theory; that is, 
by building up a series of relevant pro- 
positions from a few fundamental as- 
sumptions or axioms. The system of 
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Giman and his followers can in no 
way be related to this idea of a theory; 
its structure of conventions and doc- 
trines is artificial, having no counter- 
part in the theory underlying any other 
technology. Are there no assumptions, 
forexample? There are; but they are 
nt identified as assumptions. Are 
thre no axioms? Yes, but they sail 
wder different colours. 


It is possible to build up a theory of 
accounting without reference to the 
practice of accounting. This does not 
mean that the theory will have no con- 
nexion with reality. To design a 
theory which has no relevance to 
reality is quite feasible; but the 
theorist in any field which has a prac- 
tical counterpart can scarcely be as de- 
lghtfully irresponsible as Lewis Car- 
rll. Theory is not synonymous with 
remoteness from reality. It is, in 
fact, one of the greatest pleasures of 
the theorist to put his hypothesis to the 
test of reality. If one is confronted 


with what purports to be a theory of 


accounting, and finds that it deals with 
corporate accounting only, the exis- 
tence in reality of unincorporated ven- 
tures will cast doubts on the validity 
of the propositions put forward. This 
process of checking back is of the 
nature of scientific method. It is fol- 
lowed to secure that no unreal or un- 
justifiable assumptions lie beneath the 
argument. 
Premises 

The fundamental premises for a 
theory of accounting lie outside of the 
field of accounting proper. There is no 
such thing as accounting in the ab- 
sract: accounts are kept for entities 
which are recognised in other fields of 
discourse, chiefly in economics and 
government. The following proposi- 
tions therefore seem to be necessary :— 


(a) Certain organised activities are 
carried out by entities which exist 
by the will or with the co-operation 
of contributing parties. 

(h) These entities are managed ration- 
ally, i.e., with a view to meeting 
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the demands of the contributing 
parties efficiently. 

(c) Statements in monetary terms of 
the transactions and relationships 
of the entity are one means of 
facilitating rational management. 

(d) The derivation of such statements 
is a service function. 


The first of these propositions is an 
observation from the real world. It is 
general enough to cover every circum- 
stance for which accounts may be re- 
quired. It embraces incorporated and 
unincorporated trading ventures; pri- 
vate non-profit making organisations; 
government and other public bodies; 
and a community as a whole. It is 
thus the foundation of private, public 
and social accounting. 

The second proposition is also an ob- 
servation from reality. It can be in- 
terpreted in the sense of maximising 
economic returns or in the sense of 
maximising all returns to the contri- 
butors. It is substantially the same 
proposition as one which underlies a 
great part of economic theory. The 
precise demands of the contributing 
parties are not set down because, for 
the variety of entities contemplated, 
ends or purposes will differ materially. 

The third proposition simply recog- 
nises that, in a money economy, money 
is a convenient common denominator. 
If it were desired to make a theory fit 
any other kind of economy, the pro- 
position could be stated in more gen- 
eral terms. That there may be other 
means of facilitating rational man- 
agement is recognised at the outset. 

The fourth proposition is a corollary 
of the former two. But it has itself 
some significant consequences. It im- 
plies that there can be no proposition 
admitted in accounting theory which 
interferes with the rights of those 
whom accounting serves, e.g., the right 
of management to have full informa- 
tion and relevant information on the 
efficiency with which ends are pursued. 


Entities 
Some further comments on the first 
of these propositions may emphasise 
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the difference between the view here 
suggested and that put forward in 
other systems. The idea of an ac- 
counting entity is now generally ac- 
cepted in discursive treatments of ac- 
counting. Gilman and his followers 
describe it as a convention; Bray 
thinks of it as a principle. But the 
“entity” is an anterior idea to the “ac- 
counting entity”: an entity becomes an 
accounting entity because and when 
accounts are kept about it. In the 
writer’s view the entity is a datum, 
the particular features of which must 
be taken into consideration in framing 
an appropriate information-providing 
system. Many writers note that the 
entity may have different forms; but 
in no case is an attempt made to work 
out propositions which are appropriate 
to those different forms. 


Now this seems to be the crux of the 
matter. If entities differ it is highly 


probable that the kinds of information 
required by their managers and other 


participants will differ. It becomes 
necessary to inquire, for each type of 
entity, what information is required 
for its rational management. For pur- 
poses of illustration it is useful to set 
down some of the ways in which en- 
tities may differ. 


Firstly, entities differ in expecta- 
tion of existence. The possible alter- 
native assumptions are continuity and 
liquidation. The kinds of information 
which enter into a system of accounts 
will differ according to the assumption 
adopted. Entities also differ in the 
nature and variety of their contribu- 
tors; two of the possible assumptions 
are tight control over performance of 
the entity and its management, and a 
loose form of control: the required 
end-products of an accounting system 
may be different according to the as- 
sumption made. Thirdly, entities may 
differ in respect of the criteria of per- 
formance by which they are judged. 
Some are conducted on a “sustenance” 
basis, some on a_ break-even basis, 
some on a profit or dividend basis; and 
in each case there may or may not be 
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assumed a desire to maintain real, o 
money, capital. The various combing. 
tions of assumptions about the “ends” 
of contributors will yield different 
models of accounting processes, 


It is not sufficient to pass over these 
differences in the nature of entities or 
to assume that the environment, scope 
and criteria of performance are always 
the same. Such an assumption cap 
never provide a theoretical basis for 
the many forms of accounting used in 
the administration of organised actiy- 
ity; it is unreal; it condemns all ep. 
tities to lie in the same Procrustean 
bed. Each of the possible assumptions 
mentioned in the previous paragraph is 
entirely feasible, and to every one 
there is a correspending set of real 
circumstances and 2n appropriate tech- 
nique. Yet in what now passes for 
accounting theory, the half of these 
possibilities is disregarded. And the 
half that is disregarded has just as 
much right to consideration as the 
other half, because it represents cer- 
tain practical situations. Only if a 
theory, or even a descriptive system, 
envisages all these possibilities can it 
pretend to embrace accounting for sole 
traders, corporations, clubs, fiduciaries, 
governments and communities. 


The Assumption of Rationality 


The second basic proposition is 
rational management. It would be 
useful to consider at length the condi- 
tions of rational action but it is not 
intended to do so here. There are 
many uncertainties which cannot be 
adequately canvassed before making 
decisions, but the system of accounts 
should in no way increase these uncer- 
tainties. Rational management et 
tails the consideration of alternative 
courses of action, the making of de 
cisions, the facilitation of their execl- 
tion and the examination or review o 
their consequences. 

It is therefore a corollary of the a 
sumption of rational management that 
there shall be an information-provid- 
ing system; such a system is requi 
both as a basis for decisions and as 4 
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tasis for reviewing the consequences 
of decisions. Part of such a system, 
in money economies, is the accounting 

Because of its formal nature 
_formal in the sense that all kinds of 
transactions are expressed in more or 
less abstract money equivalents—the 
fact that real things and real rela- 
tionships lie behind the figures in ac- 
counts may easily be overlooked. To 
avoid this oversight a formal informa- 
tion-providing system should conform 
with two general propositions. 

The first is a condition of all logical 
discourse. The system should be 
logically consistent; no rule or process 
can be permitted which is contrary to 
any other rule or process. In par- 
ticular the symbols used should have a 
sensibly uniform meaning throughout 
the system. In accounting this in- 
volves that equal things should be re- 
presented by equal symbols. In the 
present practice of accounting this pro- 
psition has no place. Equal things 
are often represented by different 
symbols and the same symbol may re- 
present quite different quantities of 
the same thing. This is illogical. It 
tan scarcely lead to the same conclu- 
sions (decisions) as a logical system, 
and it is hard to see how it can lead to 
rational conclusions. One _ suspects 
that on many matters appropriate de- 
tisions are made in spite of, rather 
than because of, the system of accounts. 

The second proposition arises from 
the use of accounting statements as a 
basis for making decisions of practical 
consequence. The information yielded 
by any such system should be relevant 
to the kinds of decision the making of 
which it is expected to facilitate. There 
seems to be nothing indefensible about 
this proposition. If decisions are to 
be made now to be carried out in the 
future it is only reasonable that the 
present state of affairs, expressed in 
terms now relevant, should be used as 
their basis. And if the consequences 
of past decisions are being reviewed, 
itis only reasonable that achievements 
amd the costs of those achievements 
should be expressed in terms which re- 
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cognise the fundamental criteria of 
performance for the specific entity in 
question. This proposition, like the 
former, is in marked contrast with 
contemporary accounting practice, as 
will be shown presently. 


The Symbols of the System 

The symbols used or to be used in a 
system of accounts are units of cur- 
rency. This is a corollary of the pro- 
position just stated: no other unit is as 
relevant as the unit of domestic cur- 
rency to the general body of contri- 
butors or to the entity itself. But 
here again alternative assumptions 
may be made about the nature of the 
monetary unit: it may be assumed 
that the monetary unit or unit of ac- 
count has a stable real value or an un- 
stable real value. Either assumption 
may be realistic in certain circum- 
stances, and each will result in a differ- 
ent system of accounts. Thus, (a) if an 
entity is assumed to have a continued 
existence, and (b) if the real value of 
the unit of account has changed over 
time, and (c) if the test of relevance 
be admitted, the system to be devised 
is one which will set off against the 
current gross income the current costs 
of services consumed, and will show in 
current terms the financial position 
which is the result of past transactions. 
Such a system differs materially from 
contemporary accounting practice: 
but it stems directly from the notions 
of rationality and relevance. Contem- 
porary practice proceeds on the ob- 
viously unrealistic assumption of mone- 
tary stability, and it is scarcely to be 
wondered at that businessmen, them- 
selves the users of accounts, so roundly 
criticise the relevance of accounting 
statements. The assumption of mone- 
tary stability may have been realistic 
at one time, but to preserve a time- 
honoured system only on the ground 
that it is time-honoured is not consis- 
tent with the notion of a service func- 
tion. 


Form 

An accounting entity is a thing 
about which accounts are kept; and 
monetary symbols are the symbols by 
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which the transactions of an entity are 
described. The form of a system of 
accounts may now be considered. For 
convenience of exposition monetary 
stability will be assumed; but this as- 
sumption in no way jeopardises the 
generality of what follows. It is con- 
venient, too, to start with the simplest 
kind of entity: the liquidated venture. 
In this, the simplest case, inputs equal 
outputs. In the simplest case of a 
continuing entity inputs equal outputs 
plus residues. The model can be ex- 
tended by introducing inputs of an en- 
during kind and outputs or outlays 
for enduring benefits; but always in- 
puts equal outputs plus residues. This 
is a convenient basis for a system, in 
that it shows what relationship exists 
between inputs and outputs and what 
the residues amount to. The equality 
may be called the basic identity or 
axiom of accounting. If it is granted 
that the relationship between inputs 
and outputs and the size of residues 
are matters of importance, double- 
entry follows. If some aspects of 
these matters are practically less im- 
portant single-entry accounting may 
suffice. 


For the purpose of recording inputs 
and outputs a convention is adopted. 
Inputs will be shown as credits; out- 
puts and residues as debits. Credits 
and debits will be shown in adjacent 
columns, credits on the right hand side 
and debits on the left. The usual book- 
keeping paraphernalia could be intro- 
duced here but will not be discussed. 
The reason for discussing form is to 
indicate that only one kind of conven- 
tion may be permitted in the system of 
propositions here put forward: con- 
ventions as to formal arrangement. 
Everything else is too significant to be 
treated as convention only. 


Accounting Statements 


A second corollary of the assumption 
of rationality may now be stated. It 
is an assumption that relates only to 
continuing entities. The necessity for 
making new decisions and reviewing 
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past decisions requires that there shajj 
be periodical statements of changes jp 
the affairs of a continuing entity, ]t 
may be shown that in complex entities 
three kinds of statement are useful for 
this purpose: a statement of the affairs 
of an entity. at the opening and the 
close of such periods (e.g., balance 
sheets expressed in values relevant to 
their dates) ; a statement of the oper- 
ating incomes and outlays during the 
period (e.g., an operating or revenue 
account) ; and a statement incorporat- 
ing total net additions to the funds of 
the entity and total net dispositions of 
those funds in the period (e.g., a funds 
statement, incorporating both the ef- 
fects of operations and the effects of 
long-term financial and other arrange- 
ments). In simpler entities, a simpler 
system of statements may suffice. It 
is not intended to discuss these state 
ments here; although their general 
nature is suggested it may be possible 
to work out other statements which 
promote rational decision-making. 


But one point deserves mention, The 
statements should adequately describe 
what has happened in the period. They 
should relate to the period and to that 
period alone. Where account must be 
taken of the unexpired values of dur- 
able assets or unliquidated assets, cer- 
tain problems arise. The simplest 
model is based on the assumption of 
certain knowledge, and for the purpose 
of sorting out the issues involved and 
of devising ways of meeting them this 
model is useful. But in reality uncer- 
tainties exist and the simplest model 
must be modified to meet the case of 
uncertainty. This requires some flexi- 
bility in the rules formulated for the 
system. The point is made here be 
cause in the teaching of accountancy 
some of the rules (e.g., with respect t0 
depreciation) tend to be stated in 4 
way which virtually assumes certail 
knowledge. 


A third corollary of rationality % 
that all material particulars are If 
quired to be shown. Material parti 
culars are details which may influence 
judgment. They will vary according 
to the real nature of the entity 


The Australian Accountant, September, 1955 





BESS SSSR RFSSS 2 


eon TO TS EF Se eS me S&S 


J i | 


THEORY OF ACCOUNTING — Continued 


yolved and according to the assump- 
tions made regarding criteria of per- 
formance. This corollary also justifies 
the omission of non-material particu- 
lars, in as much as non-material details 
interfere with the process of compari- 
gon and contrast which is characteristic 
of ratiocination. 

Having established a system based 
on the assumption of monetary stabil- 
ity it is then appropriate to modify 
the model on the assumption of mone- 
tary instability. This will require the 
introduction of additional rules, but in 
every case the test is required to be: 
what is necessary for rational decision- 
making? The problem of accounting 


uder conditions of monetary insta- - 


bility has been neglected or deliber- 
ately put aside by most writers on the 
socalled theory of accounting. This 
was perhaps inevitable if, as is here 
suggested, the discursive treatment of 
accounting has been confined to de- 
scriptions of practice. There has been 
no recognition of the possibility that 
all that is involved is a regrouping of 
assumptions, or the substitution of a 
realistic assumption for an unrealistic 
one. It is not a question of working 
out entirely new “principles.” 


Conclusion 

In conclusion it is useful to point 
out some of the features of the system 
of ideas indicated here. The system 
is only briefly sketched; many details 
have not been filled in, because the pur- 
pose of this outline is to suggest a 
procedure for developing a theory of 
accounting rather than to expound 
such a theory in detail. 

Firstly, the system of propositions 
suggested hangs together. It pro- 
ceeds from a few data and a few as- 
sumptions to which propositions are 
added as convenience of exposition or 
recognition of realities requires. It 
is thus in marked contrast with other 
descriptive systems, the main proposi- 
tions of which are not tied to a few 
unifying ideas but are isolated, some- 
— artificial, and often contradic- 

ry. 
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Secondly, the method recognises that 
there are many different entities which 
require different models. This pre- 
vents the gross over-simplification 
which is characteristic of some descrip- 
tive systems. Every type of account- 
ing can be represented by a theoretical 
model built along similar lines. No 
descriptive system yet put forward has 
contemplated the application of similar 
(but not identical) basic propositions 
to the problems of private, public and 
social accounting. 

Thirdly, the theory consists of pro- 
positions which are a framework for 
the development of ideal systems of 
accounts. It may then become easier 
to discover the deficiencies of existing 
accounting methods, to devise means 
of meeting new requirements—and this 
not in an ad hoc fashion, but as the 
logical consequence of the basic func- 
tion of accounting, i.e., the provision of 
information to be used in making 
rational decisions. 

Fourthly, the same framework may 
be extended to provide a theory of 
cost accounting. For this purpose the 
broad functions of entities are con- 
sidered to be the basis for all minor 
decisions affecting their operations, 
and the information required is such 
as will make it possible to make these 
sd or contributory decisions ration- 
ally. 

Fifthly, the system incorporates fea- 
tures which economists have found it 
useful to adopt in studies of business 
behaviour and social problems. It 
seems to be likely that many differences 
of emphasis in accounting and eco- 
nomics may be resolved if it is re- 
cognised that both deal with substan- 
tially the same entities, and that both 
should therefore proceed on the same 
assumptions. In many respects the 
assumptions of economics are more 
realistic than the assumptions of con- 
temporary accounting; but each sub- 
ject is likely to be more helpful to the 
other if the assumptions are laid bare 
for comparison. The unfruitfulness 
of exchanges between accountants and 
economists in the past seems to have 
been due to the neglect to discuss as- 
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sumptions. A theory of accounting 
in which the assumptions are disclosed 
may help in this direction. 


Sixthly and finally, the training now 
offered to accountants consists largely 
of the routine learning of procedures, 
often of procedures for which no 
alternative is countenanced. The habit 
of rigorous, logical thought is not in- 
culcated and it cannot be expected 
that the products of this training will, 
by criticism or construction, contribute 
to the development of a more relevant 
and realistic accounting. The outline 
offered in this paper suggests a form 


of training in which the real nature of 
the “conventions,” “doctrines,” “stan. 
dards,” “principles,” which appear ip 
descriptive treatments of accounting, 
is brought to the notice of students, 
It may be hoped, then, that an assump. 
tion, an axiom, a hypothesis will be 
recognised for what it is, and will not 
be accepted as inviolable dogma. De 
scriptive and analytical studies of 
practice are necessary: only if there 
are such studies is it possible to test 
what is done against what is required, 
But even more necessary is the develop. 
ment of a theory which provides an 
ideal system against which expedient 
and convenient and unsystematic prae- 
tices may be tested. 
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GORDON BRUNS 


Economic Self Discipline 


Comments in English publications 
regarding Australia’s economic situa- 
tion are notable for the emphasis they 
place on our lack of machinery for 
controlling our credit structure. The 
English commentators tell us _ that 
monetary controls are not easy to 
operate in Australia because we have 
no bank rate or money market in the 
Old World sense. They claim that 
there are no well defined liquidity rules, 
and that the government is unwilling 
for various reasons to use its bank- 
ing powers to bring all banks into line 
on liquidity ratios. One of their con- 
clusions, very significant for them and 
not insignificant for us, is that import 
restrictions will continue to be used to 
preserve our oversea funds, because 
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the continuing high level of internal 
spending threatens to maintain pres- 
sure towards high imports. 


Prosperity on the Farm 


For many years now, the Australian 
primary producers have, on the whole, 
enjoyed very profitable prices for most 
of their products, but since the Korean 
price boom their receipts have not been 
so generous. The White Paper on 
National Income makes it very plain 
that the rural sector has taken a hard 
knock. Farm incomes declined £70 
million in money terms in 1954-55, and 
now have only 70% of the purchasing 
power they represented in the boom 
of 1949-50. The continued upward 
trend of Australian costs, and the lack 
of strength in oversea markets for 
many export products, suggests that 
the rural sector will suffer further re 
duction of real incomes in the immedi- 
ate future. Perhaps farmers can still 
prosper at present levels of returns, 
but if the decline in returns begins 
discourage output in rural industries, 
the nation will suffer a further strin- 
gency through the depressing effect 
on oversea earnings. 
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Steel Milepost 

Opening of the new steel mills at 
Port Kembla deserves more than pass- 
ing reference, for this marks a great 
stride forward in the nation’s second- 
ary industry. The mills are but a 
part of a large-scale and long-term de- 
velopment programme which is ab- 
sorbing more than £10 million a year. 
BH.P. has pointed out that, despite 
recent price rises, Australian steel is 
still materially cheaper than in many 
other parts of the world, and that 
shortages are not confined to Australia. 
In a large-scale undertaking of this 
kind, it is reasonable to expect that 
shortages will be suffered in times of 
heavy demand, for it is probably un- 
eonomic to provide as high a capacity 
as will satisfy peak demands, because 
of the risk of incurring heavy costs 
in _ plant during times of lower de- 
mand. 


The Freight Rate War 


Apparently there is a good deal more 
tothe threats of higher freight rates on 
or exports than is disclosed to the 
general public. The workings of the 
Shipowners’ Conference are not widely 
uderstood, but it seems that it faces 
potential competition from the reviv- 
ing power of Continental fleets looking 
for business. Whether the conference 
lines can enforce their ten per cent. 
mise may depend on the extent of this 
potential competition, and on whether 
the latter can handle all types of Aus- 
tralian exports. The outcome is of 
great importance for Australia, be- 
cause it may affect the earnings of our 
major export industries directly, and 
have other indirect effects on our in- 
ternational trading relations. 


US.A. Faces Inflation 


In view of the Australian trend to- 
wards inflation, it is interesting to see 
reports that the U.S. administration 
‘msiders that its economy is also fac- 
ig the threat of inflation, although it 
Snot yet a serious force. Anti-infla- 

moves have been effected, includ- 
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ing credit restraint, a rise iri discount 
rates, and restrictions on hire pur- 
chase business. Restrictions have been 
extended to house purchasing by re- 
ducing the maximum period for re- 
payment of house loans, and raising 
the minimum down-payments on mort- 
gages. U.S.A., too, is faced with the 
necessity to continue providing funds 
for necessary developmental projects 
in an expanding economy. 


Immigration Continues 


Despite the strains in the economy, 
a high level of net immigration is 
being maintained. For the first half 
of 1955 the net gain was about 52,000, 
after allowing for permanent depar- 
tures of 18,000 persons. In the first 
half of 1954 the net gain was less than 
31,000. Nearly half of the new arrivals 
in the first half of 1955 were British, 
and the Italian group was easily the 
largest of the others, with Greeks, 
Dutch and Germans also arriving in 
considerable numbers. This continued 
influx has important repercussions on 
our labour supply and on the demand 
for houses and other living facilities, 
as well as for the factories, tools and so 
on, necessary to employ the growing 
labour force. 


Big Business 


The extension and modernisation of 
our railway systems in Australia is 
really big business, and should not be 
overlooked when we think of the steps 
being taken to raise efficiency and 
lower costs in the Australian economy. 
The Victorian system, for example, has 
spent heavily in recent years, especi- 
ally in the transfer to diesel loco- 
motives and in electrification of the 
Gippsland line. Its future plan is also 
formidable, involving £40 million in the 
next five years. The Gippsland pro- 
ject still has a long distance to go, 
while the improvements around Rich- 
mond are costly, but will be of ines- 
timable benefit to the large proportion 
of Melbourne workers who, living on 
the south and working on the north of 
the Yarra, have to pass through Rich- 
mond twice daily. 
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By O. E. BERGER 


A Warning to Primary Producer 
Who Sell Their Propertie 


ECTION 59(1) of the Income Tax 
Assessment Act provides that 
where any property, in respect of 
which the taxpayer has received depre- 
ciation allowances, is disposed of, lost 
or destroyed, and the consideration 
receivable on disposal, etc., is less than 
the then depreciated value, the differ- 
ence is an allowable deduction. I shall 
refer to this afterwards as a “balanc- 
ing allowance.” 


Where, however, the consideration 
receivable on disposal, etc., of a unit 
of property is more than its depreci- 
ated value, the excess is included in the 
taxpayer’s assessable income, but only 
to the extent of the sum of the depre- 
ciation allowances granted in respect 
of that unit of property. This amount 
is referred to hereafter as a “balanc- 
ing charge.” 

Example of a Balancing Charge 
The original cost of a unit of plant 

WG, GE cin dn os 26 0 se be A 
Depreciation on the prime cost basis 

was allowed for 3 years at 10 per 

cent. per annum .. .. .. «2 ce 


£1,000 


300 


700 
1,200 


£500 


Depreciated value at time of sale .. 
PPE EPO Fe ar 


Surplus on sale .. .. ... 


The surplus of £500 is assessable to 
the extent of the depreciation allow- 
ances received by the taxpayer in his 
assessments, so that the balancing 
charge is, in the above example, £300. 
The excess of the sale price £1,200 
over the original cost, £1,000 = £200, 
is a non-assessable capital accretion. 

Improvements effected on land used 


for the purposes of agricultural or pas- 
toral pursuits fall into four categories. 





O. E. Berger, F'.A.S.A., is a member of 
the firm of J.AL. Gunn & Partners, 
Sydney. 
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1. Wire and Wire Netting (s. 76) 


The cost (or instalments of purchase 
money if bought through a state 
authority) of wire and wire netting tp 
prevent animal pests entering upon the 
land is an outright deduction to th 
taxpayer, together with the cost of 
placing the wire or wire netting in 
position on the fence. When the pro 
perty is sold, the vendor is not tre 
quired to bring into his assessable in 
come any part of the sale price attr- 
butable to the value of the wire a 
wire netting. However, the pur 
chaser is entitled to an annual depre 
ciation allowance in respect of that 
part of the purchase money attribut 
able to the fence (or one-half thereof 
in the case of a dividing fence), includ 
ing the value of the wire or wire ne- 
ting thereon. 


2. Prevention of Soil Erosion, Water 
Conservation and Levee Banks (s 
75(1) (g), (h) and (i) ) 


In respect of expenditure incurred 
during income year ended 30 June, 
1947, and subsequent years, an out- 
right deduction is allowed in the year 
of expenditure of the following items: 


(g) preventing or combating soil erosion 
the land, otherwise than by the erection 
of fences; 

(h) the construction of dams, earth tanks, 
underground tanks, irrigation channel 
or similar structural improvements, 
the sinking of bores or wells, for 
purpose of conserving or conveying wale! 
for use in carrying on primary Pp 
tion on the land; and 

(i) the construction on the land of leve 
banks or similar improvements havilg 
like uses. 


If the owner sells his property, that 
part of the purchase money attribut 
able to the above improvements is ne 
included in his assessable income. 
Unlike the allowance for wire and wit 
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WARNING TO PRIMARY PRODUCERS— Continued 


netting, the purchaser (and any sub- 
sequent purchaser) is not entitled to 
a depreciation allowance on that part 
of the purchase money attributable to 
the improvements specified in s. 75(1) 
(g), (h) and (i)—see s, 54(2) (b). 


3, Other Structural Improvements 


Depreciation is allowed on the cost 
of fences and other structural improve- 
ments on land used for the purposes of 
agricultural or pastoral pursuits. 
Depreciation is allowed in respect of 
buildings provided for the accommoda- 
tion of employees, tenants or share- 
farmers, but is not allowed on im- 
provements used for the domestic or 
residential purposes of the owner of 
the property. 

As previously stated, a depreciation 
allowance is not granted in respect of 
improvements subject to the outright 
deduction under s. 75(1) (g), (h) and 
(i). This applies to the person who ef- 
feted the improvements and to any 
suecessor in title. 


There is also no depreciation allow- 
ance for wire or wire-netting erected 
by a taxpayer who has received an 
outright allowance under s. 76, but, as 
previously stated, depreciation is al- 
lowable to a successor in title. 


The following are a few of the rates 
of depreciation allowable on agricul- 
tural and pastoral improvements which 
are not subject to the special twenty 
per cent. depreciation allowance infra: 


per cent. 
ME sick 26 ld och lth ablan, tae 
Reticle 2. slay. bogs mood 
Barns, stables, shearers’ quarters, etc. 
Stone or brick or cement walls .. 2 
Wood and/or iron walls .. . 3 
Woolsheds— 
Stone or brick or cement walls .. 14 
Wood and/or iron walls .. .. .. 2 
Ale kabel <utiaan: tats neta 
*Where expenditure incurred prior to year 
of income ended 30 June, 1947. Subsequent 
{xpenditure is allowed as an outright deduc- 
tion under s. 75(1) (h). 


The Australian Accountant, September, 1955 


4, Special Allowance on Improvements 
Effected during Period 1 July, 
1951, to 30 June, 1957 


A special depreciation allowance is 
made to primary producers of twenty 
per cent. for each of five years of the 
cost of plant, as defined, which includes 
structural improvements situated on 
land used for agricultural or pastoral 
pursuits if completed between 1 July, 
1951, and 30 June, 1956, or, in the 
case of improvements commenced be- 
fore 30 June, 1956, if completed by 30 
June, 1957. 


The structural improvements sub- 
ject to the special twenty per cent. 
rate of depreciation include housing 
provided for employees, tenants and 
share-farmers, up to a maximum cost 
of £2,000 for each emploeee, tenant or 
share-farmer. 


Adjustment on Sale of Property 


Section 59(2)(a) provides that the 
“consideration receivable” in the case 
of a sale of a property is the sale price 
less the expenses of sale. Where, how- 
ever, property is sold with other assets 
and no separate value is allocated to 
the property, the amount of the con- 
sideration receivable is to be deter- 
mined by the Commissioner (s, 59(3) 
(c)). 

Thus, where a pastoral or farming 
property is sold, and the property in- 
cludes improvements in respect of 
which the vendor has received annual 
depreciation allowances, the parties to 
the sale have the right to state what 
part of the total sale price of the pro- 
perty is attributable to these improve- 
ments. If such separate values are 
not allocated to the depreciated im- 
provements, the allocation is left to be 
determined by the Commissioner. 


In the past it does not appear to have 
been the general practice of solicitors 
and agents to allocate separate values 
to improvements in contracts of sale 
of pastoral and farming properties. 
Until recent times, it has not, in the 
writer’s experience, been the general 
practice of the Department to invoke 
s. 59(2) in the above circumstances. 
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So far as the vendor was concerned, 
this meant in effect that, for the pur- 
poses of s. 59(3)(c), the Department 
treated the vendor as having sold the 
improvements at their depreciated 
value at the time of sale, so that there 
was no balancing allowance or balanc- 
ing charge on disposal of the depreci- 
ated improvements. 


In the absence of a disclosed alloca- 
tion of consideration for each of the 
improvements included in the contract 
of sale, the purchaser of the property 
had to establish, as best he could, ap- 
propriate values upon which to base 
his claim for depreciation allowances 
on these improvements. In this con- 
nexion, Income Tax Order 1217 
states: “When the improvements sub- 
ject to depreciation have been pur- 
chased with land in one lump sum, the 
cost of the improvements for the pur- 
poses of depreciation should be taken 
to be the value determined by the 
Department, preferably by agreement 
with the taxpayer, as the part of the 
purchase price which is reasonably ap- 
plicable to the improvements, having 
regard to their condition at the date 
of sale.” 


Commissioner now Invokes s. 59(2) 
against Vendor 


Up till World War II, the values of 
farming and grazing properties re- 
mained stable enough to say, with 
truth, that in most instances the de- 
preciated value of improvements re- 
presented their real value at the time 
of sale. Since the War, however, 
there has been a remarkable change in 
values, as the cost of erecting a house 
or other building is at least three times 
as much as the pre-war cost. Again, 
the allowance of a twenty per cent. 
prime cost deduction for buildings 
erected after 30 June, 1951, brings the 
depreciated value of post-war build- 
ings well below their actual value 


These factors have brought about a 
change in the administration of s. 59, 


and balancing charges are now appear- 
ing in current assessments. The tax- 
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payer has the right to have the Com. 
missioner’s determination under sg, 59 
(3)(c) reviewed by the Board of 
Review, but where, for example, a pro. 
perty acquired before 1939 has now 
been sold for a sum several times ag 
great as the original cost to the ven. 
dor, and the depreciated improvements 
thereon have been kept in reasonable 
repair, it would be difficult to disturb g 
balancing charge which included most 
or all of the depreciation allowances 
made to the vendor. In other words, 
it would be difficult to challenge suc. 
cessfully the Commissioner’s deter. 
mination under s. 59(3)(c) that the 
improvements were sold for a sum 
= to their original cost to the ven- 
or. 


Remedy in Vendor’s Hands 


The remedy is in the vendor’s hands. 
If he wishes to protect himself against 
a balancing charge, he should not sign 
a contract of sale unless the contract 
specifies the amount of consideration 
applicable to each item of improve 
ments in respect of which he has re 
ceived a depreciation allowance. Need- 
less to say, if he wishes to avoid a 
balancing charge, the amount allocated 
in the contract should be the depreci- 
ated value of each item at the time of 
sale. It is realised of course that this 
aspect may become a matter of bar- 
gaining, since the purchaser also has 
to sign the contract. 


Once the sale price of a unit of de 
preciated property is stated in the con- 
tract of sale in accordance with s. 59 
(3) (a), the Commissioner is powerless 
to alter that price. It is only when 
no separate value is allocated to the 
units of depreciated property in the 
contract that the Commissioner is em- 
powered to determine the allocation of 
the consideration receivable. 


The land includes the improvements, 
and provided the consideration for the 
land as a whole is fully adequate, it 
cannot be said with truth that the im- 
provements are sold for an inadequate 
consideration because, for purposes 
income tax, specific values are alle 
cated to those improvements. 
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Fine Points 
of Commercial Law 


E. H. COGHILL, LL.M. 


Librarian of the Supreme Court of Victoria. 


OPPRESSING A SUBSIDIARY 


EYER v. Scottish Tezxtile and 

Manufacturing Co., 1954 S.C. 
$81, is a case on new s. 210 of the 
(U.K.) Companies Act 1948, which 
enables an oppressed minority share- 
holder to compel the majority to buy 
him out. The case is complicated by 
the fact that the majority shares were 
held by a rival company and the op- 
pression (if any) applied to those 
shares just as much as to the minority. 


The facts alleged by the plaintiffs 
were that they were a group of ex- 
perts. They interested a company, the 
Scottish Co-operative Wholesale 
Society (which I will call .“Co-opera- 
tive’) in the manufacture of rayon. 


The respondent company (which I will 


call “Textile’) was formed. Plain- 
tiffs took about 3,000 shares in Textile 
—some for cash, some in exchange for 
formulae and technical assistance. 
Co-operative took the rest of the issued 
shares, some 4,000, itself, and develop- 
ment started. 


The petitioners’ story was that at 
first Textile was prosperous, but that 
the majority came to a decision to 
transfer its business to Co-operative, 
that accordingly the business done and 
therefore the profits earned gradually 
declined as those of Co-operative in 
similar lines increased, and that now 
its shares were almost worthless. They 
therefore asked the Court to order 
Co-operative to buy their shares, not 
at their present modest value, but at 
what would have been a fair price at 
the height of the company’s prosperity. 


Co-operative took the preliminary 
objection that this was not a case with- 
in the section at all. Even if this story 
Were true, the majority had not ac- 
quired benefits for themselves as share- 
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holders, for their shares had fallen in 
value in the same way, at the same rate 
and for the same reasons as those of 
the minority, and the Act, it was 
argued, gave the Court no power to 
compel one company to take action be- 
cause of oppression by another com- 
pany. 

However, the Scottish Courts would 
not have this. If the majority oppress 
the minority, the Court can wind up 
the company if it sees fit or can apply 
this section, compelling the majority 
to buy out the minority, whether the 
oppression is for the benefit of the 
majority as shareholders of the com- 
pany, or is applied in order to benefit 
some other organisation in which the 
majority is interested. 

Accordingly the Court refused to 
dismiss the application as asked by the 
majority, but sent it for trial so that 
the minority should have an opportun- 
ity to prove its case if it could. 


DISCLAIMING A CEMETERY 


E Nottingham General Cemetery 
Co., (1955) 2 A.E.R. 504, is 
rather gruesome, but still instructive. 

The company was formed to estab- 
lish, develop and maintain a cemetery. 
It prospered for many years but finally 
expenses overtook revenue, and a com- 
pulsory winding-up order was made. 

As authorised by its private Act, it 
had sold grave plots, entering into 
agreements to allow the owner of each 
plot to erect vaults, and to permit 
burials in each plot as therein pro- 
vided. The Act declared that these 
rights should endure in perpetuity, and 
should be transferable. 

As might be supposed, land the sub- 
ject of agreements such as these was 
not readily saleable and the liquidator 
applied to the Court for leave to dis- 
claim the land and all these contracts. 
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The Court held that, obviously, the 
land was “burdened with onerous 
covenants” within the meaning of that 
phrase as used in the Companies (and 
Bankruptcy) Acts. The liquidator 
could not be compelled to go on run- 
ning the cemetery and the only thing 
to do was to let him disclaim. 


PETITION BY JOINT SHAREHOLDER 
HE case of Re Peerless Engineering 
Co., 1955 V.L.R. 170, decides a 
small point of practice, not without 
interest, on which there was no pre- 
vious authority. 

In that case a shareholder died hav- 
ing appointed two executors, Messrs. 
Nichols and Armstrong, who duly 
proved the will and were registered as 
the joint holders of the shares held by 
deceased. Subsequently, Mr. Nichols 
petitioned the Court to wind up the 
company. Mr. Armstrong not only 
failed to concur with him, but he and 
the company opposed the application, 
taking the objection that one of two 
joint shareholders cannot present a 
winding-up petition. 

Rather strangely, there were no de- 
cisions on the matter and the Judge 
received very little guidance from pre- 
vious discussions. However, after a 
careful examination of the Victorian 
Companies Act 1938, especially ss. 25, 
161 and 168, he pointed out that any 
contributory can petition for a wind- 
ing-up, that a contributory is anyone 
liable to contribute in a _ winding- 
up, and that it has been held that 
this includes even persons who hold 
fully-paid shares so, that the liability 
to contribute no longer exists. On 
looking at these provisions, he held 
that, as both joint shareholders would 
thus be contributories, either of them 
could present a winding-up petition 
without the concurrence of the other, 
and this objection therefore failed. 

The final result of the petition is 
not stated in the report. 

The Acts of the other states are in 
substantially the same form and one 
would expect the same conclusion to be 
reached on each. 
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Employers’ Advertisements 


I recently resigned my position and in 
seeking a new one experienced difficulties 
which seemed mostly unnecessary. Lack of 
pertinent information in newspaper advertise- 
ments often causes persons to apply for posi- 
tions which later prove unsuitable. In my 
opinion the following details are desirable 
in advertisements :— 


(a) Name of advertiser. 
(b) Address. 

(c) Brief details of duties. 
(d) Age range. 

(e) Salary range. 


Logically, an applicant is entitled to know 
the advertiser’s name and consequently the 
type of business in which he might become 
employed. He may have reasons for or 
against a particular firm or industry and he 
should know: to what place he would have 
to travel each day. Surely anonymity is u- 
necessary. 


my ee should be able to judge whether 
the duties required are within their ability 
and interest. They should also be given some 
idea of the salary offered. It is altogether 
unfair if applicants are required to declare 
the price of their hire, particularly when 
little can be judged of the duties involved. 
Fortunately there are today few advertise- 
ments stipulating “State salary required.” 
The age range preferred usually corresponds 
approximately with the salary range offered, 
but nevertheless if the advertiser envisages 
a minimum or maximum age then it should 
be stated. 


From my business experience I feel] sure 
that sound reasons for advertisers’ reticence 
about details and identity do not exist; all 
persons concerned with the advertiser must 
eventually know of a new appointment and 
the offer of a superior salary, as indicat 
by stating the range, is worth while advertis- 
ing. 


The out-of-date idea of requiring appli- 
cants to “Apply in own handwriting enclosi 
copies of references,” wastes a great deal 0 
everyone’s time because the advertiser is de- 
layed by awaiting replies, is obliged to stu 
and consider many such letters and_ refer- 
ences, and then must communicate with the 
applicants. Instead he could be telephoned 
and later receive verbally all the information 
in only a few minutes interview. In 
modern times quality of handwriting is not 


The Australian Accountant, September, 1955 





Bé@a<sh 


aeeR'<? > 


= F2er 8 6 


SSS R574? Bes 


LETTERS 


considered important, and the manner in 
which an applicant’s letter is written may or 
may not indicate uncertain personal quali- 
ties. The applicant, who understandably will 
apply for other jobs offering, is obliged to 
spend much time in painstakingly writin 
letters and copying references, all of whic 
effort is really unnecessary. 

The telephone should be the means of re- 
ceiving applications, of eliminating obviously 
unsuitable applicants and of arranging per- 
sonal interviews, when the originals of 
references should be inspected. 

Religion is totally irrelevant and therefore 
should not be mentioned. 

The advertiser should tell applicants when 
he will make his decision. It is most unfair 
and discourteous if advertisers fail to inform 
or delay informing the unsuccessful appli- 
cants who will be waiting expectantly and 
anxiously; in fact it should be possible to in- 
form promptly all except the several most 
suitable persons. 

This constructive criticism is intended to 
be helpful to both advertisers and applicants 
who respectively should be able to find the 
most suitable employee and employer in the 
easiest and earliest manner. 

R. H. CARTER 


Passing the Budget 

I refer to the article “Passing the Budget” 
by Robert Jay in the July issue of The Aus- 
tralian Accountant. Mr. Jay has provided a 
very useful and concise treatise on his sub- 


ject which should be of considerable assist- 
ance to students of Commonwealth finance. 


A paragraph on page 285 reads: 


“The last qualification of parliamentary 
control of appropriations is that money 
unspent on one sub-division of a division 
may be spent on another sub-division. This 
is provided for in Section 37 of the Audit 
Act, and the Auditor-General publishes a 
list of such transfers as an appendix to 
his report each year. In addition, recoups 
of money spent in a previous year may 
credited to the appropriate sub-division 
and used for current expenditure. These 
two provisions of the Audit Act provide a 
little useful flexibility in carrying out the 
Appropriation Acts.” 


I am afraid that Mr. Jay has fallen into 
error in his interpretation of sections 37 and 
386C of the Audit Act. 


Section 37 permits that “there shall be 
applied in aid of any item that may be de- 
ficient a further limited sum out of any sur- 
plus arising on any other item under the same 
sub-division.” Transfers between sub-divi- 
sions are not permitted and even transfers 
between items of the same sub-division are 
restricted by the Treasury. For example, 
transfers between items of a division or sub- 
division of Capital Works and Services are 
not permitted. 


Repayments in a financial year to the 
credit of expenditure are permitted only in 
relation to expenditure from an annual ap- 
propriation of that year. Repayments in 
respect of expenditure in a previous financial 
year are credited to revenue except where 
the repayment is in respect of expenditure 
from a special appropriation or is an ad- 
justment of expenditure between Depart- 
ments. Repayments of expenditure from loan 
appropriations are always taken in reduc- 
tion of expenditure. 


J. Bropuy 
Commonwealth Auditor-General. 





Seventh International Congress 


of Accountants 


Information has been received from Holland 
that the Congress is now to be held from 9 to 13 


September, 1957. 


The period originally selected 


(10 to 14 June, 1957) was found to be unsuitable 
because of travelling and accommodation difficul- 
ties, and the Congress Committee decided to post- 
pone the Congress until after the summer season. 
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London Letter 


N recent years, the speeches of presi- 
dents at annual meetings of accoun- 
tancy bodies have dealt mainly with 
questions of public interest which mem- 
bers of the profession have had first- 
hand opportunity of observing or for 
which, in some degree, they have had 
responsibility in a professional capa- 
city. 

The President of the Institute of 
Chartered Accountants in England 
and Wales drew attention to an in- 
creasing tendency on the part of clients 
to request certificates for various pur- 
poses signed by their auditors: the 
certificates required are in forms pre- 
scribed by trade associations, govern- 
ment departments and other organisa- 
tions. No doubt this tendency was a 
compliment to the profession but Mr. 
House observed that some of the forms 
prescribed were unsatisfactory. They 
required the auditor to certify (a) 
matters entirely outside his province 
(an instance was in regard to first 
quality hen eggs graded and packed at 
a packing station) and (b) that vari- 
ous statements were correct, whereas 
he could do no more than express his 
opinion on the underlying records and 
the accuracy with which the statements 
were prepared therefrom. 


If it were quite impracticable to 
give such certificates, clients should be 
requested to make representations to 
the appropriate trade association or 
organisation for the form of the certi- 
ficate to be withdrawn or modified. 
Members were urged firmly to refuse 
to give certificates on matters not 
within their province; but where a 
certificate could properly be given, 
that the wording be amended as neces- 
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sary to indicate clearly the extent of 
the responsibility for the certificate. 


Commending the foundation of the 
P. D. Leake Chair of Finance and 
Accounting at the University of Cam- 
bridge, Mr. House felt that the Chair 
could become a valuable means of 
bringing about a better understanding 








by 
OUR LONDON 
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of the indispensable part of the profes- 
sion in the multifarious activities of 
civilised life. Although the English 
Institute was the Trustee, the Institute 
would not be specifically associated 
with the work of the Professor, which 
would be directed mainly to research, 
and the Professorship was essentially 
a Cambridge Chair. Mr. J. R. N. 
Stone, C.B.E., Fellow of King’s Col- 
lege, Cambridge, and recently Director 
of the Department of Applied Econo- 
mics, Cambridge, assumed the duties 
of the Professorship on 1 July. 


* * * * 


The picture presented by Mr. Bert- 
ram Nelson, President, at the Annual 
Meeting of the Society of Incorporated 
Accountants, was on a somewhat wider 
canvas (reported in Accountancy for 
June). At the outset he indicated 
three areas of business and economic 
turbulence: the changing pattern of 
British industry and commerce through 
the formation of large units; the dis 
tortion of business policy through taxa 
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tion and restrictions; and technological 
developments. 

Quoting from the researches of Dr. 
J. B. Jeffreys on Retail Distribution, 
Mr. Nelson pointed to the growth of 
co-operative _ societies, department 
stores and multiple shops. In conse- 
quence the proportion of total retail 
sales made by retailers other than 
those mentioned had fallen from 86.5- 
9) per cent. in 1900 to 61.5-67.5 per 
cent. in 1950. (Closer approximations 
were not possible). It may be ob- 
served that it does not necessarily fol- 
lw that, after allowing for price 
changes between the two selected years, 
the absolute quantity of sales by these 
particular retail traders had fallen. 
But in the period of fifty years sales 
by co-operatives had increased four- 
fold, by department stores six-fold and 
by multiple shops eleven-fold. A simi- 
lar transition had taken place in in- 
dustry; and the problems of large- 
sale industries could not be solved by 
intensifying methods appropriate to 
smaller organisations. 

It might have been expected that 
these major changes would have 
altered the pattern of the accountancy 
profession. It was remarkable that 
this had not happened. It was true 
that large firms had grown fast to the 
avantage of the profession, but ,pre- 
tise evidence indicated that the number 
if sole practitioners had continued to 
inrease, and that since 1939 the num- 
tr of medium-sized firms (with two 
i ten partners) had remained sub- 
stantially unchanged. There was not 
ay lowering of the demand for the 
personal services of the small and 
uedium-sized firms. 


The increase in the number of large 

Ness units did not necessarily in- 
volve the decay of small businesses. 
(ntinued growth from small begin- 
lings was healthy for the economy of 
te U.K. Handicapped no doubt 
mall businesses were in some re- 
jects, especially in command over 
“pital but Mr. Nelson commended 
Mthods whereby he believed these 
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handicaps could be overcome: for in- 
stance a common buying office con- 
trolled by a group of retailers, the un- 
doubted possibilities of cost reductions 
to help the independent retailer, and 
his seeking occasional expert advice 
from specialists, corresponding to the 
work of staff experts employed by the 
large organisations. And as regards 
the service of accountants, he repre- 
sented that accounts should be used 
not only for taxation purposes but for 
policy decisions, that accountants 
should make accounting forms more 
intelligible to laymen and assist clients 
to find accounts more interesting, while 
devising methods for keeping records 
of small businesses at lower costs. 


Looking forward, Mr. Nelson em- 
phasised the importance of electronic 
accounting, in regard to which the pro- 
fession should embrace the opportuni- 
ties likely in the near future. But in- 
creasing specialisation must be based 
on broad general and professional 
education and post-graduate research; 
and he mentioned the stimulation given 
by the work of Professor F. Sewell 
Bray, Stamp-Martin Professor of Ac- 
counting. An increase in the number 
of specialist accountant consultants 
(on the analogy of the medical profes- 
sion) offered possibilities; and _ it 
would be excellent if the flow from pro- 
fessional practice to industry could be 
matched by a return flow from in- 
dustry. 


* * * * 


At a pleasant function prior to the 
Annual Meeting, Mr. W. Macfarlane 
Gray, President of the Association of 
Certified and Corporate Accountants, 
invited to dinner the Right Hon. Lord 
Inman, the Right Hon. Lord Latham, 
the presidents of the other accountancy 
bodies and other guests. 


In his presidential address (reported 
in The Accountants Journal for June), 
Mr. Macfarlane Gray referred to the 
felicitous occasion of the Golden 
Jubilee of the Association, celebrated 
in December, 1954, when the functions 
included a dinner in Guildhall, at 
which among many guests were the 
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Right Hon. the Lord Mayor, the Right 
Hon. Hugh Gaitskell, C.B.E., M.P., 
Chancellor of the Exchequer in the last 
Labour administration. Speaking of 
the growing number of members of the 
profession who were engaged in in- 
dustry, commerce and the nationalised 
undertakings, Mr. Macfarlane Gray 
thought that whilst this was partly due 
to structural changes in industry and 
commerce, it was attributable in a far 
greater degree to a fundamental broad- 
ening of the function potential of the 
accountant. This was not without dis- 
advantages for those in practice wish- 
ing to recruit staff, for happily there 
was no sign of overcrowding in the 
profession, and there were still oppor- 
tunities for everyone of ability and in- 
tegrity. The ties of the Association 
with commerce and industry had 
always been widespread—a natural 
consequence of the fact that the Asso- 
ciation had been prepared to recognise 
that there are more ways than one of 
producing experienced and capable 
accountants. 


The President’s speech comprised a 
sound review of the economic position 
in the U.K. The general increase in 
wages over the last few years, full em- 
ployment and the great improvement 
in the standard of living—desirable as 
they all were—had brought with them 
their own problems of inflation, be- 
cause they were not accompanied by a 
sufficient increase not only in produc- 
tion but in productivity. Neverthe- 
less, valuable and impressive advances 
had been achieved in production and 
exports; but they had not been good 
enough to counteract the increased 
volume of money in circulation and the 
rise in home consumption and imports 
which that had engendered. 


* * * * 


On 7 May there was held in Dublin 
the Annual Meeting of the Institute of 
Chartered Accountants in Ireland. In 
his address the President, Mr. Patrick 
Butler, dealt with a number of domes- 
tic matters of the Institute. A com- 
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mittee in the Republic of Ireland) s¢ 
up by the Attorney-General to consider 
company law reform, had completed 
its deliberations and a report was in 
preparation. A matter which had 
caused some concern in the profession 
was the lack of adequate text books on 
Irish law in certain subjects, and the 
President indicated that the matter 
had been discussed among representa- 
tives of the profession and with the 
Law Society. 


It was with regret that the Irish 
Institute had received intimation of the 
resignation of Mr. Edmiston Crawford, 
who had been Secretary and Treasurer 
since 1934 and Assistant Secretary 
since 1928. The Council had appointed 
as Secretary Mr. W. Stuart Orr, B.A, 
LL.B., A.C.A., who would be a whole 
time official, and to whom the Presi- 
dent expressed his good wishes. Mr. 
Frank Cleland, Belfast, was subse 
quently elected President on the ter- 
mination of Mr. Butler’s period of of- 
fice. At the meeting attention was 
called to the Irish supplement issued 
periodically with The Accountant, 
from which these notes are taken. 


e . * * 


The President of each body made 
generous acknowledgment of the valued 
services of the respective secretaries, 
upon whom, during a year of much at 
tivity, a heavy burden of work and re 
sponsibility had fallen. 


+ * * * 


Celebrations and annual meetings 
terminated, the presidents accompanied 
by the secretaries and ladies made 4 
visit to Holland to be the guests of 
the accountancy profession in that 
country at the Diamond Jubilee of the 
Netherlands Institute of Accountants, 
under the chairmanship of its Presi 
dent, Mr. R. Besancon. An article 
the accountancy profession in 
Netherlands, was contributed to The 
Accountant by Mr. A. L. de Bruyne 
the Director of the Netherlands Inst- 


tute. 
AAG. 
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These answers are not official. They have been pre- 
pared by members of the Australian Society of 
Accountants, but have not been reviewed by the 


Board of Examiners. 


Model Answers 


to Examination Questions 


D. DOBBIE, A.M.T.C., A.S.S.A., and 
C. W. WEIR, A.M.T.C., A.S.S.A. 


COMMONWEALTH INCOME TAX LAW AND PRACTICE 
NEW SYLLABUS — OCTOBER, 1954 


Question 1, 

Explain briefly the concessions 
granted by the Income Tax Assessment 
Act in respect of prospecting and min- 
ing for oil and uranium in Australia 
and New Guinea and in respect of in- 
vestments therein. 

Answer: 
(a) Prospecting and Mining for Oil. 

Income earned by a taxpayer carry- 
ing on mining operations for the pur- 
pose of obtaining petroleum is regarded 
as assessable in respect of sales made 
in Australia, but income earned from 
sales made out of Australia is exempt 
income. (Sec. 123A (1).) 

In calculating the net assessable in- 
cme and the net exempt income, the 
taxpayer is allowed a deduction of all 
outgoings (other than outgoings of a 
capital nature) incurred in gaining or 
producing the income, and any taxes 
paid in respect of that income. 

In calculating the taxable income of 
the taxpayer, a special provision is 
made, whereby the net assessable in- 
come and the net exempt income are 
offset against any capital expenditure 
incurred in prospecting or mining for 
petroleum and in plant necessary for 
the treatment of that petroleum. 

Any balance of unrecouped capital 
expenditure may be offset against in- 
come of future years, provided the 
ittome is earned from the sale of pet- 
roleum. 

(b) Prospecting for Uranium. 
Section 23D provides for the exemp- 
tion of income derived from mining 
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for uranium. The exemption applies 
only where the taxpayer is (I) a resi- 
dent individual or (II) a resident com- 
pany in which 75% or more of the 
voting power is controlled by resident 
individuals. 

It is further provided that the Com- 
missioner must be satisfied that all 
uranium recoverable from the ore is or 
will become the property of the Com- 
monwealth or be disposed of to a per- 
son approved by the Commonwealth. 
An allocation ef deductions against 
exempt income and assessable income 
will be made where the mining activi- 
ties are partly for the purpose of 
obtaining uranium bearing ore and 
partly for other mining activities. 


(c) Investments in Oil and Uranium 
Companies Dividends. 


Dividends paid to _ shareholders 
wholly and exclusively out of income, 
which is exempt under the terms of Sec- 
tion 23D, or is in respect of companies 
carrying on mining operations for the 
purpose of obtaining petroleum, are 
subject to the provisions of Section 
44 (2) (c) and 44 (2) (d) respec- 
tively. 

These provide that the assessable in- 
come of a shareholder shall not include 
such dividends. Where a company 
receives such exempt dividends, and in 
turn, pays a dividend to its share- 
holders wholly and exclusively from 
such exempt dividends, the share- 
holders of the second company are also 
exempt in respect of such dividend. 
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Calls on Shares. 

One-third of the amount of calls paid 
by a taxpayer in the year of income on 
shares owned by him in a company 


prospecting for oil or uranium are 
(Sec. 78 (1) 


allowable deductions. 


(b).) 


Question 2. 


During the year ended 30 June, 1954, 
a primary producer incurs the follow- 
ing expenditure :— 

(i) rabbit poisoning; 

(ii) pasture improvement; 

(iii) constructing a road from home- 
stead to main highway; 

(iv) well-sinking and purchase and 
erection of windmill; 

(v) construction of cottage costing 
£3,000 for use by share-farmer 
and his wife; 

(vi) purchase of motor lorry; and 

(vii) re-painting of homestead. 


Indicate with reasons how each item 
should be treated for Income Tax pur- 
poses. 


Answer: ; 

(i) Allowable Deduction. Section 75 
(1) (a) provides a deduction in respect 
of expenditure incurred in the eradica- 
tion of animal or vegetable pests from 
the land. 

(ii) Allowable Deduction. Section 75 
(1) (d), (e) and (f) provide a deduc- 
tion in respect of expenditure incurred 
in the preparation, ploughing, grassing 
and drainage of virgin or swamp land 
to be used for grazing purposes. Any 
future expenditure in the maintenance 
or improvement of the pastures would 
be deductible under Section 51 as an 
expense necessarily incurred in carry- 
ing on the business. 

(iii) Not Deductible. No specific 
provision is made for the deduction of 
such expenditure, and under the pro- 
visions of Section 51 this would be re- 
garded as an expense of a capital 
nature. 

(iv) The cost of well-sinking is an 
allowable deduction (Sec. 75 (1) (h) ) 
provided that the water is for use in 
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carrying on primary production o 
land. 

The purchase price and cost of in. 
stallation of a windmill is regarded ag 
a capital expense, and would be sub. 
ject to the special depreciation flat rate 
of 20% for five years. (Sec 57AA,) 


(v) The concessional rate of 20% 
special depreciation is granted on ex- 
penditure in the erection of residential 
accommodation for a share-farmer and 
his relatives provided he is engaged in 
primary production on the land on 
which the accommodation is situated, 
The special depreciation is allowable 
only to the extent of a cost of £2,000 
per employee. If the building cost ex- 
ceeds £2,000, normal depreciation at 
5% is granted on the balance of the 
original cost. (Sec. 57AA (4).) 

Applying these provisions, the pri- 
mary producer will be allowed a deduc- 
tion of 20% on £2,000 for five years 
and 5% per annum on the balance of 
£1,000. 


(vi) Provided the motor lorry is used 
during the year of income wholly and 
exclusively for the purpose of agricul 
tural pursuits (Section 57AA(2)), the 
concessional rate of 20% special depre- 
ciation will apply, and the cost of the 
motor lorry will be written off over a 
period of five years. 

If the motor lorry is not to be used 
wholly and exclusively in the carrying 
on of agricultural or pastoral pursuits, 
the normal rate of depreciation, 
namely 15% per annum, will apply. 


(vii) Not Deductible. For repairs to 
be an allowable deduction, Section 53 
provides, inter alia, that the property, 
subject to the repairs, be used to pro- 
duce assessable income for the tax- 
payer. As the homestead is not an in- 
come producing asset, no deduction 
may be claimed. 


Question 3. 

Messrs. Able and Baker, Public 
Accountants, are the auditors of the 
Bargainhunters Store Ltd. Charlie, 4 
senior clerk in the employ of Able and 
Baker, while engaged in the audit of 
the books of the Bargainhunters Store 
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Ltd., steals £1,000 from the company’s 
office safe. The £1,000 consists of cash 
sales from the store, amounting to 
§200, and £800 which had been received 
from the sale of vacant land adjoining 
the store. 


Charlie absconds and the company 
cannot find him and recover the money. 
Will the company be allowed a deduc- 
tion from assessable income of the 
amount involved or any of it? Explain 
why. 


Answer: 


8. Section 71 of the Income Tax 
Assessment Act provides that where a 
loss incurred by the taxpayer through 
the embezzlement or larceny, by a per- 
son employed in the taxpayer’s busi- 
ness, of money, which is or has been 
included in the assessable income of the 
taxpayer, is ascertained in the year of 
income, that loss shall be an allowable 
deduction. 

Applying the principles enunciated in 
this section the £1,000 stolen would not 
be capable of being claimed as an allow- 
- deduction by Bargainhunters Store 

td. 


Charlie, as Senior Audit Clerk of 
Able and Baker, is not an employee of 
Bargainhunters and the money must 
have been stolen by an employee of the 
taxpayer making the claim. 


Furthermore, it is necessary that the 
money have been brought to account as 
assessable income of the taxpayer and 
as it is unlikely that this would be the 
case with either of these two amounts, 
this would also debar any claim by 
Bargainhunters Store Ltd. 


Question 4. 


A company proposes to set up a pro- 
vident fund for the benefit of its em- 
Ployees and desires to be advised on 
the following questions: 

1. Will the company’s contributions 
be deductible and, if so, to what extent 
and under what conditions? 

2. Are employees entitled to deduct 
contributions made by them and, if so, 
to what extent? 
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3. Will income of the fund be tax- 
able? 


4, Will employees be taxed on bene- 
fits drawn on retirement? 


5. Can directors of the company be 
included in the scheme? 


Answer: 


1. Yes. Section 66 provides that 
such contributions will be deductible 
provided that: 


(a) They are for the purpose of pro- 
viding individual personal benefits for 
employees or dependants of employees. 
(No deduction may be claimed under 
this section in respect of collective 
benefits for general use of employees.) 


(b) The employees must be engaged 
in producing the assessable income of 
the taxpayer. (The employees need not 
be residents of Australia.) 


(c) The sum must be set apart or 
paid, in the year of income, to a fund 
from which the benefits will be pro- 
vided. 


(d) The rights of the employees or 
the dependants to receive the benefits 
must be fully secured. 


The extent to which such contribu- 
tions are allowable deductions is (a) 
£200 per employee or (b) five per cen- 
tum of the annual remuneration paid 
to the employee during the year the 
sum is set apart or paid, whichever is 
the greater. 


The Commissioner has power to 
allow a greater amount should he con- 
sider that “special circumstances” 
exist. Such “special circumstances” 
can arise in respect of an old-estab- 
lished firm setting up such a fund, and 
requiring a greater deduction in respect 
of its long service employees. 


2. Yes, provided the employee is a 
resident, he may claim a concessional 
deduction to the extent that the sum of 
such contributions, life assurance and 
personal accident premiums, contribu- 
tions to medical benefit funds, and 
friendly societies, paid by the employee 
in the year of income in respect of him- 
self, his spouse and his children does 
not exceed in the aggregate two hun- 
dred pounds. 
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38. No. Under the provisions of Sec- 
tion 23 (j) (1) the income of such a 
fund is exempt from income tax. 


4. (a) If the benefits are drawn in 
a lump sum on retirement, Section 26 
(d) provides that five per centum of 
the capital amount received will be in- 
cluded as assessable income. 


(b) Should the benefits be drawn 
in the form of a pension or annuity, 
Section 26 (c) will apply to such in- 
come. This section provides that where 
contributions to the fund paid by the 
taxpayer have been claimed as allow- 
able deductions from assessable income, 
the full amount of the pension or an- 
nuity will be included as assessable 
income. 


If, however, contributions to the 
fund by the taxpayer have not been 
claimed as allowable deductions, only 
that portion of the pension or annuity 
which represents the company’s con- 
tribution and accrued interest will be 
included as assessable income in the 
year in which it is received. 


5. Yes. A director of a company 
is regarded as an employee and may be 
included in the scheme although if the 
Commissioner is of the opinion that any 
portion of the benefits are provided for 
the director as a shareholder, then a 
deduction would not be allowed in re- 
spect of any amount said to be so set 
aside. 


Question 5. 

A taxpayer purchases a block of flats 
which is in a state of disrepair. He 
immediately arranges for extensive 
repairs to be made. 

Will the cost of such repairs be al- 
lowed as a deduction when computing 
the taxable income for the first year of 
ownership? Explain why. 


Answer: 

No, the amount expended on the re- 
pairs to the block of flats would not 
constitute an allowable deduction for 
the year of income in which they were 
incurred. 
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Section 53 of the Act states that “Ry. 
penditure incurred by the taxpayer jp 
the year of income for repairs, no 
being expenditure of a capital nature, 
to any premises, etc. held, occu. 
pied or used by him for the purpose of 
producing assessable income, or jp 
carrying on a business for that purpose 
shall be an allowable deduction.” 


The words “not being expenditure of 
a capital nature” will preclude the rel. 
tive repairs being allowed as a deduce. 
tion. In the case in point, the taxpayer 
acquired the block of flats in a bad 
state of repair and immediately ar. 
ranged for extensive repairs. These 
repairs are known as “Initial Repairs” 
to newly acquired property and are ip 
the nature of capital improvements to 
the property. 

It is the contention of the law on this 
point that the property in question 
would have been acquired at a value 
less than its real value by the amount 
of the repairs required. In othe 
words, if the vendor had carried out 
the repairs prior to the sale, the pur- 
chase price to the taxpayer would have 
been greater by the amount of repairs 
carried out. If, as in this instance, the 
repairs are not carried out prior to the 
sale, then the taxpayer will be deemed 
to have improved the capital value of 
the flats and so will be denied a deduce 
tion in respect of these repairs due to 
their being expenditure of a capital 
nature. 


Question 6. 


Section 51 of the Commonwealth In- 
come Tax Assessment Act sets out the 
principles under which losses and out- 
goings may be deducted from assess 
able income when calculating the tax- 
able income of a taxpayer. Applying 
the principles there enunciated, state 
whether the following losses and out 
goings are deductible. 

(a) Provision for the 
amount of trade debtors’ 
which will not be collected. 

(b) Fines paid by a bookmaker for 
betting illegally. 

(c) The cost of preparing a partner 
ship deed. 


estimated 
accounts 
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MODEL ANSWERS — Continued 


(d) The expense of travelling over- 
seas to purchase new plant. 

(e) The cost of removing plant 
from old premises to a new factory. 

(f) The salary of a housekeeper em- 
ployed by a woman who conducts a 
business which demands her atten- 
dance in the city during the day. 


Answer : 

6. (a) Not Deductible. A provision 
represents an estimate of an antici- 
pated loss and as such has not been 
incurred. 

(b) Not Deductible. Such a fine is 
levied as a personal deterrent and is 
an expense of a private nature. 

(c) Not Deductible. This expense is 
in the nature of a preliminary expense; 

as the partnership cannot earn income 
antl it has been formed as such, it is 
regarded as an expense of a capital 
nature. 

(d) Not Deductible. This is regarded 
ag an mse of a capital nature and 
isadded to the capital cost of the plant. 

(e) Not Deductible. As income can- 
not be earned by the plant while it is 
bing transferred, this is deemed to be 
an expense of a capital nature. 

(f) Not Deductible. Although it can 
be said that without this expense in- 
come would not be earned by the tax- 
payer, no deduction may be claimed, as 
it represents an expense of a private 
nature. 


Question 7. 

A private company (“X” Pty. Ltd.) 
has accumulated losses of £6,000 to 30 
June, 1954. If all the issued shares of 
the company are purchased by: 

(a) An individual; 

(b) Another private company; or 

(c) A public company 
m 15 September, 1954, can these losses 

set off against assessable income 
derived by “X” Pty. Ltd. during the 
year ended 30 June, 71955? 


Answer : 


Section 80 (5) of the Income Tax 
ent Act provides inter alia that 
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no loss incurred by a private company 
in any year prior to the year of income 
shall be an allowable deduction unless 
the company establishes to the satis- 
faction of the Commissioner that on the 
last day of the year of income, shares 
of the company carrying not less than 
25 per centum of the voting power were 
beneficially held by persons who bene- 
ficially held shares of the company 
carrying not less than 25 per centum of 
the voting power on the last day of the 
year in which the loss was incurred. 


Should all the shares of “X” Pty. 
Ltd. be transferred on 15 September, 
1954, the accumulated losses of £6,000 
cannot be set off against assessable 
income derived during year ended 30 
June, 1955, irrespective of to whom 
they are transferred. 


For such losses to be allowable de- 
ductions, 25 per centum of the voting 
power must be held by shareholders 
who held their shares when the loss was 
incurred. 


It should be borne in mind that if in 
any of the three instances cited, the 
person acquiring al] the issued shares, 
previously held at least 25 per centum, 
then a deduction could be claimed. 


Question 8. 

Basil Jones is married and has three 
children—John, aged 23 years, attend- 
ing the University; Margaret, aged 19 
years, who is at a business college, and 
William, aged 15 years, who is at a 
day-school. Mrs. Jones, Senior (the 
taxpayer’s mother), lives with the 
family and during the year received a 
separate income of £80. His wife re- 
ceived a legacy from her late father’s 
estate of £500. 

Domestic expenditure paid by Mr. 
Jones during the year ended 30 June, 
1954, included: 


rar sama to Eireann 
fund . salen “f 

tee on life assurance on 
ES 36 

Premiums on life assurance on 
John’s life .. ...... 82 


Municipal od water vibe on 
gg I eT Se | 


. £140 


40l 









MODEL ANSWERS — Continued 


which will be allowed to Jones. 
Answer: 


is a resident of Australia: 


Mother (£130-80) eer net 
income 82 C) . 

Life Assurance, ‘ete., maximum 
deduction (82 H) 

Municipal Rates .. . 

School Fees—Maximum Deduc- 

tion (82 J)— 


Tabulate the concessional deductions 


Concessional deductions allowable to 
Jones are as follows, assuming Jones 


Wife (82B1) .. ; £130 No claim may be made in respect of 
Margaret—Student Child (82B4) 78 Medical Expenses re John as he is not 
William—Child under 16 (82B3) 78 4 dependant for the purposes of Se- 


50 


200 
18 


Re Margaret .. 
Re William .. 



















Fire insurance on home .. .. .. 10 — 1h 
Repairs and painting home .. .. 65 Medical Expenses (82 F)— of 
Interest on mortgage on home .. 76 Wife—Maximum deduction .. 1% b 
Caeser’ fe fees and text books re oie Subscriptions to Professional Offi- 
te) cers’ Association (Sec. 73) .. 6 
College fees (£62), ‘text books : 
($10) and fares (£5) re Mar- Pitas yen ee gy a oe 
garet ee ee 77 The le 
gacy of £500 received } 
oom ae re William . ice 84 Jones’ wife does not affect the andi 
a ta expenses re operation on 120 of deduction as it does not represent 
Dental expenses for son John pe vith cemaiiliaheiin deduction of £200 in 
ge eed POticers’ A ‘eens sepet of life aoe ge etc., includes jj ™ 
r ‘all payments made in respect of the 
selene Mésieitta Diind soe a : taxpayer, his spouse and his children 
e e u (irrespective of age or income) and 





to Medical Benefits 





contributions 
Funds. 

No provision is made of an allowance 
for payments made for Fire Insurance, 
Repairs and Interest on Mortgage on 
taxpayer’s private home. 








tion 82 F. 

Section 82 J provides a deduction in 
respect of education expenses incurred 
on behalf of children under the age of 
21 years. Consequently, no claim may 
be made in regard to John aged 23 
years. 
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Australian Society of Accountants if at 
The 
INTERPRETATION OF BY-LAW of t 
By-law 6 provides that no member shall adver- audit 
tise as an accountant in any way except for the accot 
purpose, inter alia, of “announcing in any news- panic 
paper his commencement or resumption of practice, h 
an alteration of his address, or the admission or — 
retirement of partners.” The Executive Commit- So 
tee of the General Council has interpreted this ex- ition 
ception to mean the commencement or resumption Witsc 
of a practice or an alteration of an address on a Publi 
permanent basis, which would not include periodic deals 
visits to any particular place. Consequently, a per p 
member who advertises the fact that he will be in Traini 
attendance at a particular place between certain aon 





times may be charged with a breach of By-law 6. 
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Notes prepared by the teaching staff of the Department of 
Accounting, University of Melbourne. The last instalment 
(Australian Accountant, August, 1955) brought the review 
of overseas journals up to April, 1955. The present notes 
bring the review up to May, and in one case to June, 1955. 


External Auditing 

The Accountant, May 28, contains a 
statement by the Institute of Char- 
tered Accountants in England and 
Wales on the wording of reports on 
accounts which are not subject to 
satutory requirements. In the case 
of sole traders and partnerships, where 
the amount of auditing carried out de- 
pends on agreement with the client, 
the auditor’s report “should give a 
dear indication of the significance of 
the association of his name with the 
accounts.” 


In the regular article, Accounting 
Research, in The Canadian Chartered 
Accountant, May, Gertrude Mulcahy 
deals with the auditor’s responsibility 
for consolidated statements when the 
accounts of one or more of the sub- 
sidiaries have been audited by others. 
Various views are presented on the 
action that should be taken by the audi- 
tor of the parent company and how, 
if at all, he should qualify his report. 
The article concludes with a statement 
of the results of an analysis of the 
auditor’s reports on the consolidated 
accounts of 139 Canadian holding com- 
panies in 1952. 


Accountant in Practice 

Some Problems of the Local Prac- 
titioner are discussed by Robert E. 
Witschey in The New York Certified 
Public Accountant, May. This article 
deals with the determination of a pro- 
per professional fee; staff recruitment, 
training and remuneration; and the 
varied accounting requirements of 
small business units. 
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Current Problems 
Discussed in Overseas Journals 


Direct Costing 

Norton M. Bedford, The Controller, 
May, Variable Costs for Planning, dis- 
cusses the concept of variable cost and 
the different meanings which are at- 
tached to it when it is used as a tool 
for management planning. Basically, 
variable costs are additional costs of 
some particular plan of action; they 
are the costs which could have been 
avoided had the plan not been under- 
taken. However, Professor Bedford 
contends that in practice this basic 
concept is seldom used, for there is an 
assumption that variable costs of a 
past plan will be the same for future 
plans, and an assumption that costs 
which do vary are variable with the 
number of units produced. Professor 
Bedford then discusses the limitations 
of the concept in planning business 
procedures. Not only does he question 
the validity in practice of the two as- 
sumptions made, but he suggests other 
practical weaknesses:—(i) the selec- 
tion of costs to be considered variable, 
(ii) the method of estimating these 
costs, and (iii) the treatment of joint 
variable cost. Concerning (ii) he con- 
trasts the methods of estimating vari- 
able cost—‘“the straight line” method 
(assuming constant unit variable cost 
at various levels of output), and the 
method of direct estimation. He warns 
against the indiscriminate use of vari- 
able costing. Its use should be re- 
stricted to short-range planning, and 
decisions on slight changes in the level 
of activity. 

In the same issue of The Controller, 
David S. Fields shows with the aid of 
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CURRENT PROBLEMS — Continued 


mathematical examples how direct 
(variable) costing can assist in the 
analysis of profits where more than one 
product is sold. He breaks down the 
difference between actual direct profit 
and budgeted direct profit into volume 
variations and “mixture” variations— 
the latter variations being the result of 
changes (from budget) in the propor- 
tion in which the various products are 
sold, and the former of changes (from 
budget) in sales volume. 

In The Canadian Chartered Account- 
ant, May, Roger Wellington, Direct 
Costing and its Implications in Finan- 
cial Reporting, examines the advan- 
tages and disadvantages for various 
purposes of direct costing as opposed 
to “conventional” costing. In his 
opinion, the needs of management can 
best be served by the presentation of 
operating reports based on conven- 
tional costing methods, with supple- 
mentary statements compiled on a 
direct-cost basis. As regards exter- 
nal reporting, he says that “direct cost- 
ing does not appear to have any clear 
advantages in furthering the basic 
purposes of external financial state- 
ments, nor will profits be measured as 
well as by conventional methods.” 


Standard Costs 

To many, the periodic revision of 
cost standards is merely a necessary 
evil. R. A. Markwell, however, writ- 
ing in the May issue of the N.A.C.A. 
Bulletin, makes standards revision an 
important managerial tool in its own 
right. 

In the same issue, C. H. Fontius con- 
tributes a case study entitled A Cost 
System for a Motor Parts Rebuilder. 


Controlling Office Costs 

The answer to many office-manage- 
ment problems depends on a knowledge 
of how the time of the office staff is 
spent. A quick and simple way of ob- 
taining this information is described 
by R. Heiland and W. Richardson, in 
Work-Sampling for a Small Office, 
N.A.C.A. Bulletin, May. 
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Capital Budgeting 

C. I. Fellers, writing in the N.A.C.A, 
Bulletin, May, deals mainly with the 
practical side of capital-budgeting pro. 
cedures; he refers briefly to the 
newer mathematical project-evaluation 
methods. 


Accounting for Overhead 

In The Accountants Journal (Lon. 
don), May, H. Dugdale discusses the 
segregation of overhead in his article 
on Management Accounting. Where 
possible, overhead outlays should be 
segregated into factory, administra- 
tion, selling, distribution, and research 
and development overhead, for more 
effective control. This division shows 
the successive reductions in profit from 
the manufacturing stage to the final 
selling stage. 


Accounting for Research and Develop- 
ment 


The N.A.C.A. Bulletin, June, con- 
tains a research report on this topic, 
based upon the practices of thirty-five 
leading companies. “While research 
costs do not measure performance, they 
do measure effort expended. Budgetary 
control thus helps direct effort into the 
channels and projects desired.” Re 
search costs are generally charged 
against the period in which they are 
incurred; the accuracy of annual profit 
figures ordinarily would not be im- 
proved by deferring these costs. 

Four different approaches to Re 
search Budget Planning are discussed 
by J. W. Gladson in the May issue of 
the same journal. 


Cost Reduction and Control 

In the May issue of the Bulletin, 
R. B. Dreizler describes a system of 
Non-restrictive Control of Engineering 
Costs, the special feature of which 3s 
that the chief engineer must obtail 
management authority in advance for 
all expenditure incurred by him. 

Controlling a Restaurant’s Food 
Supply and Costs, by J. A. O’Leary, 
the same issue, describes methods of 
control at each of seven stages: fore 
casting, purchasing, receiving, storing, 
issuing, preparing, and serving. 
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CURRENT PROBLEMS — Continued 


A. E. Carlson, also in the same issue, 
stresses the need for co-operation be- 
tween cost accountant and production 
controller in the design and use of 
common forms, in cost estimating, in 
decisions to make or buy, and in in- 
yentory control. 


Management Accounting 

A paper to the Chartered Account- 
ants’ Students’ Society of Edinburgh, 
entitled Some Uses of Cost Accounting, 
by J. R. Blyth, appears in The Account- 
ants’ Magazine, May. The author’s 
aim is extension of the uses of account- 
ing so that it may become a more effec- 
tive instrument of management. His 
thesis is that cost procedures may be 
applied even where products and 
methods are diversified, although the 
“precise planning and budgeting iden- 
tified with mass production will not be 
practicable.” Specific procedures such 
as the recording and control of ex- 
penses and recording of production are 
described, and the use that may be 
made of costs in an individual business 
and in an industry as a whole is dis- 
cussed 


Accounting Reports 


In The Cost Accountant, May, R. H. 
Wilson, Monthly Accounts for Produc- 
tion, gives an interesting description of 
a change-over from a conventional set 
of monthly accounting reports, which 
were issued some five or six weeks 
after the close of the month and did 
not dissect results into manufacturing 
divisions, to a completely revised set of 
reports which informed management 
promptly of divisional profits and in- 
formation regarding working capital. 
An interesting feature of the method 
adopted is the measurement of profit 
at the point of transfer from factory 
to warehouse, accompanied by a recon- 
tiliation with profits measured con- 
Ventionally at the time of sale. Also 
of interest is the method used to con- 
trol working capital. Specimen ledger 
accounts and production and expendi- 
ture reports are given. 
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Productive Efficiency 

Economy in the Use of Productive 
Resources is discussed, both from the 
national and individual business view- 
points, by Ronald G. Hooker in The 
Cost Accountant, May. Savings in 
cost are a natural result of using pro- 
ductive resources more efficiently, and 
the author discusses the avenues 
through which savings may be effected. 


Mechanised Accounting 

A. B. Toan, Jr., in The Journal of 
Accountancy, May, considers the prob- 
lems to be faced by the auditor and the 
controller when an electronic computer 
has been installed. The first problem 
is to ensure that the machine is func- 
tioning correctly. The technological 
aspects are outside the controller’s re- 
sponsibility, but he should insist that 
adequate time be provided for main- 
tenance, that the machine be tested 
regularly with theoretical transactions, 
and that programmes be designed to 
provide for automatic checks, such as 
balancing against predetermined totals. 
His other main problems are to ensure 
that the machine processes the right 
data and the right data only, and that 
data in process do not get “lost” in 
the machine. The author suggests 
that conventional control procedures 
may be adapted, but indicates that 
new techniques of control may even- 
tually have to be developed as the 
machines take over more and more 
clerical processes. 

Charles B. Lunsford, The Controller, 
May, describes how his company over- 
came the problems of handling some 
12,000 inward and 36,000 outward 
articles of mail per day. Postage-im- 
pressions, and an inserting machine 
which inserts mail matter and seals en- 
velopes, were introduced. The latter 
reduced the cost of operation by two- 
thirds. 


Office Machines and Systems 

In The Accountant, May 28, a Busi- 
ness Efficiency Supplement includes a 
number of articles illustrating how 
particular machines and systems can 
facilitate various office and accounting 
operations. 
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CURRENT PROBLEMS — Continued 


Base Stock 

An article in Accountancy, May, at- 
tempts to identify the principles under- 
lying the determination and definition 
of base stock. These principles are 
then applied to the business of cotton 
spinning. English case law is dis- 
cussed and a working definition of the 
term “base stock” is evolved. 


Executors and Trustees 


In The Accountant, May 21, Cyril A. 
Williams discusses equitable appor- 


tionments for executors and trustees 
dealing particularly with deficienci« 
of mortgages, the Hotchpot provisions 
the Allhusen Rule and the Four Pe, 
Cent. Rule. 

Goodwill : 

The Accountants’ Journal (NZ), 
May, has an article on Valuation of 
Goodwill in Relation to Hotels. Fae. 
tors influencing goodwill and methods 
of calculation are dealt with and it is 
concluded that, in New Zealand, there 
is no goodwill in residentials and very 
little in country hotels. 





Addresses 


The addresses of the publications mentioned 
in this article are as under:— 

Accountancy, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, Lon- 
don, W.C.2., England; 

The Accountant, 4 Drapers Gardens, Throg- 
morton Avenue, London, E.C.2., England. 
The Accountants Journal, 22 Bedford Square, 
London, W.C.1., England; 
The Accountants’ Journal, 

Wellington, New Zealand; 

The Accountants’ Magazine, 27 Queen Street, 

Edinburgh, 2, Scotland; 


P.O. Box 5039, 


of Journals 

The Canadian Chartered Accountant, 69 Bloor 
Street East, Toronto, Canada; 

=~ Controller, 1 East 42nd Street, New York, 

The Cost Accountant, 63 Portland Place, Lon- 
don, W.1., England; 

The Journal of Accountancy 
Avenue, New York, U.S.A.; 

N.A.C.A. Bulletin, 505 Park Avenue, New 
York, U.S.A.; 


The New York Certified Public Accountant, 
677 Fifth Avenue, New York, U.S.A. 


270 Madison 





Australian Society of Accountants 
VACANCY FOR EXAMINER 


Applications are 


invited for appointment as 


Examiner in Management Accounting of the new 
syllabus of the Society, commencing with the April, 


1956, examinations. 


The duties of the Examiner will include the set- 
ting of one question paper for each half-yearly 
examination, and the marking of answers sub- 
mitted by candidates in all states. 

The remuneration will be in accordance with a 
scale of fees determined by the General Council. 

Further particulars of duties and the scale of 
fees will be supplied by any State Registrar, upon 
receipt of a request in writing. 

Applications, containing full particulars of quali- 
fications and experience, must be lodged with the 
General Registrar of the Society, 37 Queen Street, 
Melbourne, C.1, not later than 14 October, 1955. 
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News and Notes 


Australian Society of Accountants 


VICTORIAN DIVISION 
lecture Series on Incentives 

During the month, a series of three lectures 
was delivered to members on the subject of 
Inentives as an Aid to Administrative Effi- 
ency. There were 233 subscribers to the 
series. 

The first lecture was given by Mr. M. Kan- 
gan, Controller, Personnel Practice Section, 
Department of Labour and National Service. 
Mr. Kangan gave members an introduction to 
the principles involved and went on to deal 
with the many problems of human relation- 
ships encountered in a system of incentive 
payments. Mr, F. L. Fitzpatrick, General 
Manager, Rocla Pipes Ltd., gave the second 
lecture, his subject being Incentives for Super- 
vsory and Clerical Personnel. The lecture 
vas illustrated with a case study of a system 
d incentives for an office. As Mr. Fitzpatrick’s 
company has had a system of incentives for 
dl employees for a number of years, his ap- 
proach was a most practical one, and his views 
m certain so-called incentive payments were 
wry definite. To round off the series, Mr. W. 
¢. Meadley of W. D. Scott & Co., Management 
Consultants, gave the third lecture on the ac- 
counting and control problems involved in a 
system of incentives. Mr. Meadley as an engi- 
wer and accountant actively engaged in the 
installation of incentive plans was able to give 
his audience much valuable information. He 
stressed the importance of a critical survey of 
wrk methods before any system was installed. 


Family Circle Discussion 


Members who attended the August discus- 
sion listened to an accomplished speaker and 
i acknowledged authority, Mr. P. E. Joske, 
00, M.H.R., who spoke on the subject of 
Conduct of Meetings. 

The speaker gave some very practical advice 
m how to deal with the problems encountered 
m meetings. He stressed that the law of 
meetings was the ordinary law of the land, 
md was based on the notion of freedom. If 
abedy had rules which related to the conduct 
of meetings, they must be observed, but in 

Ir absence the ordinary law of the land 
‘plied. Mr. Joske went on to deal with par- 
teular problems such as the power to expel, 
principles of debate, impartiality of the chair- 
man, removal of an unpopular chairman, and 
many other points of interest. After the talk, 
speaker was asked many questions and, 
vithin the limits of the time allowed, all were 
‘swered authoritatively. 


The Australian Accountant, September, 1955 


August Luncheon 

The speaker at the August luncheon was 
Mr. D. L. Chipp, who left the position of State 
Registrar of the Division early in the year to 
become the Organising Secretary of the Mel- 
bourne City Council’s Olympic Civic Commit- 
tee. Mr. Chipp gave a most interesting talk 
on the Olympic Games, and briefly outlined 
their history. He said that Melbourne would 
be expected to rank in performance with the 
other ten cities that had previously been hosts 
for the Games. The effect on migration, 
attraction of overseas capital and Australia’s 
standing overseas would be tremendous. The 
accommodation position presented a problem, 
but the opening of private homes to overseas 
visitors was providing the solution. 

After his excellent address Mr. Chipp was 
thanked by Mr. G. E. Fitzgerald, the General 
President. 


Annual Endowed Lecture 


It is now confirmed that Professor W. J. 
Vatter will deliver the Sixteenth Annual Lec- 
ture in the University of Melbourne. This 
lecture, endowed by the Society, will be held 
in the Public Lecture Theatre, University of 
aa at 8.15 p.m. on Monday, 3 October, 

Professor Vatter’s subject will be The Fund 
Theory of Accounting, a subject on which he 
has already published a book. The Chancellor 
and Council of the University have extended 
an invitation to members of the Society to be 
present at this lecture and all members are 
urged to attend. 


Golf Day 

Through the courtesy of the Royal Mel- 
bourne Golf Club, a Golf Day has been ar- 
ranged for Tuesday, 25 October, 1955. Details 
will be forwarded to members later. 


Week End Convention 


A convention has been arranged to take 
place at the Clifton Springs Hotel, which is 
approximately twenty miles out of Geelong. 
The convention will commence on Friday 
evening, 25 November, and will finish at mid- 
day on Sunday, 27 November. The general 
theme of the convention will be The Accoun- 
tant as an Executive, and outstanding speakers 
will handle the various technical sessions. An 
attractive social and sporting programme will 
also be arranged. 
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NEWS AND NOTES — Continued 


H. P. Ogilvie Memorial Lecture 

Professor Sir Alexander Fitzgerald has ac- 
cepted an invitation to deliver the H. P. 
Ogilvie Memorial Lecture on the subject of 
Interpreting Accounting Statements. The lec- 
ture will be held in the Chamber of Manufac- 
tures Meeting Room, Flinders Street, Mel- 
ga at 6.00 p.m. on Wednesday, 19 October, 


Bowls Evening 
On the evening of 29 November, members of 
the Society have been invited to play bowls 
against the members of the Brighton Bowling 
an Further details will be sent to all mem- 
rs. 


Bendigo Branch 

On 5 August, a most successful meeting of 
members and students was held at which the 
guest speaker, Mr. A. J. Atkinson, F.C.LS., 
Victorian Divisional Chairman of the Chartered 
Institute of Secretaries, gave an address on 
~~ Secretary's Place in the Management 

‘eam. 


Personal 

The General President, Mr. G. E. Fitz- 
gerald, B.A., B.Com., F.A.S.A., has been ap- 
pointed to the independent committee of in- 
quiry into Commonwealth parliamentary 
salaries, under the chairmanship of Sir Frank 
Richardson. On 30 August, Mr. Fitzgerald 
represented the Society at the opening by the 
Prime Minister of the new hot strip mill at 
the Port Kembla works of Australian Iron 
and Steel Ltd., and of the cold strip and re- 
versing cold strip mills of John Lysaght 
(Australia) Pty. Ltd. 

Mr. H. C. Newman, O.B.E., F.A.S.A., at 
present with the Federal Treasury as Assis- 
tant Secretary in charge of the Defence Divi- 
sion has been appointed Commonwealth 
Auditor-General. He succeeds the retiring 
Auditor-General, Mr. J. Brophy, F.A.S.A. 

The Governor-in-Council has extended the 
appointment of Mr. Guy N. Moore, F.A.S.A., 
as Auditor of the City of Melbourne for a 
further twelve months from 1 October, 1955. 

Cr. F. P. Selleck, F.A.S.A., has been re- 
elected Lord Mayor of Melbourne. 

Mr. K. W. Steedman, F.A.S.A., has admitted 
Mr. John J. Norris, A.A.S.A., to partnership. 
The practice will be continued under the name 
of Steedman & Norris, at 351 Elizabeth Street, 
Melbourne. 


NEW SOUTH WALES DIVISION 


Annual University Lecture 

The annual endowed lecture at the Uniwer- 
sity of Sydney will be delivered on 20 October. 
The lecturer will be Mr. N. F. Stevens, B.Ec., 
F.A.S.A., who will speak on Education for 
Accountancy. 


Canberra Convention 
Arrangements are being made by the 
Branch Council to hold a regional accounting 
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convention in Canberra on 25, 26, and 7 
November. 

Technical papers on Government Account. 
ing and Finance and Taxation will be presenta 
by leading members of the profession. Then 
will also be a tour of the principal places of 
interest and sporting activities on the Satyr. 
day afternoon. The convention will open om 
the Friday evening with an informal sgocigj 
function. 

Further particulars will appear in the 
October issue of The Australian Accountant. 
If you have hopes of attending, kindly advise 
the State Registrar of your accommodation 
requirements as soon as possible. A visit t 
the Australian Capital City, combining techpj- 
cal and social activities, will give members , 
profitable and enjoyable week-end. 


Lecture by Professor Vatter 

On Monday, 22 August, Professor William 
J. Vatter, Ph.D., C.P.A., Professor of Ac 
counting in the School of Business, Univer. 
sity of Chicago, addressed 550 members of 
the Division in the Assembly Hall on the 
subject of Accounting for Management. He 
set out to tell members what he and his 
American colleagues think about accounting 
and management in the United States. He 
said accounting is basically and fundament 
ally a management tool, and if it were not 
it would never have been devised. The real 
reason for keeping sets of accounts is 
help business men understand what is going 
on in their businesses. 

The chair was occupied by the State Presi- 
dent, Mr. E. A. Cupit, and a vote of thank 
was moved by the Chairman of the Education 
Committee, Mr. R. K. Yorston, and carrie 
enthusiastically. 


October-November Lecture Series 
Commencing on 11 October next, a series 
of four lectures on Management Accounting 
will be conducted. The subjects of the le- 
tures will be : 
Management Accounting—Its Objects and 
Functions. 
The Presentation of Accounting Informs 
tion to Management. 
Break-Even Analysis as an Aid to Manage 


ment. 
The Controller in Financial Management. 
Further particulars will be sent to thos 
members who have indicated their interest 2 
these technical lecture series. 


Personal 

Mr. J. D. Storrie, A.A.S.A., has been a> 
pointed Secretary of the New South Wale 
Section of the Plastics Institute of Australis 
and Secretary of the Federal body. 


QUEENSLAND DIVISION 


Members’ Luncheon 

The August luncheon was held on 25 August 
in the Maple Lounge, McDonald’s Restaurath, 
when a large attendance listened with interest 
to an address by Mr. V. J. Carroll, 
Editor of the Courier Mail. He spoke to mei 
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bers on the subject How European Economic 
Recovery Might Affect Australian Trade. 
Mr. Carroll recently returned from a fact- 
fnding tour of Europe and the United King- 
dom, and members gained a great deal of 
valuable information from his survey of the 
amazing way in which European industries 
have recovered from setbacks caused by the 
last war. The effect of this recovery on Aus- 
tralian trade was most marked and members 
appreciated from Mr. Carroll’s address the 
problem which confronts Australian secondary 
industries in competing for world markets. 


Visit to the Commonwealth Trading Bank 


By courtesy of the Brisbane Manager of the 
Commonwealth Trading Bank, members bene- 
fited considerably by their attendance on 10, 
ll, and 12 August at three demonstrations 
by the Bank’s staff of microfilming techniques 
and other equipment. Nearly 400 members of 
the Society and other organisations attended 
m each night, the response being so great 
that the Bank had to arrange an extra night. 
At the conclusion of the demonstration mem- 
bers were the guests of the Bank at supper. 
Educational Group 

The September activity, held in the Cham- 
ber of Commerce rooms on Wednesday, 14 
September, was a film and discussion on Effec- 
tive Writing for Accountants. This film is a 
recent production in America and by special 
arrangement was flown out in time for screen- 
ing at this activity. 

Preliminary plans have been made for an 
accounting conference, to be held in conjunc- 
tion with the Toowoomba Branch, in Too- 
woomba early in April, 1956. This will take 
the form of a week-end activity and members 
will be informed of details in due course. 
Toowoomba Branch 

At a meeting of the Branch Council held 
m 16 August, arrangements were made to 
hold a meeting of members on 29 August, to 
hear an address on Aspects of Workers’ Com- 
pensation Insurance by Mr. C. A. Grimley, 
Insurance Commissioner. 

The Branch Council also decided to co- 
operate with the Educational Group of the 

ety in organising a week-end conference 
of the Group to be held in Toowoomba early 
in April, 1956. A tentative programme drawn 
w by the Committee of the Educational Group 
was discussed by the Branch Council. Mem- 
bers of the Toowoomba Branch will have an 
portunity of participating in this week-end 
conference with the members from Brisbane 
who take part in the educational activities of 
the Society. 
Rockhampton Branch 


At the meeting of the Branch Council held 

11 July, Mr. T. R. Harwood was elected 

n of the Branch for the ensuing year. 

Mr. C. B. Worthington was elected Deputy 
rman. 

_ Arrangements were completed for a meet- 

ig of members of the Branch on 22 July to 
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hear an address by Mr. N. Baker, a member 
of the Society in Hong Kong who was visiting 
Rockhampton. Members listened with interest 
to Mr. Baker’s address, Hong Kong—lIts In- 
dustry and Commerce. He spoke of life in 
Hong Kong and of the industries established 
there, and elaborated on the commercial rela- 
tions which exist between Hong Kong and all 
parts of the world. He dealt fully with the 
work required of an accountant, the conditions 
of employment and the legislation governing 
companies and firms. 

Mr. Baker answered a number of questions 
at the conclusion of his address and the ap- 
preciation of members was suitably expressed 
by Mr. A. Peak supported by Mr. C. J. 
Edwards. 


Accountants 
Society 
Members are reminded that the next activity 

of the Society will be a talk by Mr. R. B. 

Loxton, F.A.S.A., on the subject of Statistical 

Analysis. This address will be given as usual 

in the Chamber of Commerce Meeting Room 

on Wednesday, 5 October. 

In conjunction with the Australian Institute 
of Management, Brisbane Division, the Society 
has arranged a week-end study tour of the 
Bundaberg sugar mills from 11 to 13 Novem- 
ber, 1955, and members are invited to apply 
for inclusion. The party will depart by air 
from Brisbane at 6 p.m. on Friday, 11 Novem- 
ber, and will arrive back at 9.30 p.m. on Sun- 
day, 13 November. The programme will 
include inspections of mills, refineries and 
plantations, addresses by executives of the 
sugar industry, and social activities. The 
latest date for applications will be 30 Septem- 
ber, and applications should be accompanied 
by a remittance for £10/5/- (return air fare 
£9/5/- and £1/-/- deposit Royal Hotel). The 
balance of the hotel tariff will be approxi- 
mately £3. Applications should be sent to the 
Manager of the Institute of Management. 
Visit to Brisbane by Professor W. J. Vatter 

As these notes go to press, arrangements 
have been completed for the visit to Brisbane 
by Professor W. J. Vatter, Professor of Ac- 
counting in the University of Chicago. His 
address will be on the subject The Contribu- 
tion of Accounting to Management, and a full 
report will appear in the next issue of the 
journal. 

Library 
The following books have been added to the 

Brisbane Library:— 

Secretarial Practice: Chartered Institute of 

Secretaries; 
Modern Commercial Correspondence: J. K. 
Grebby; 

and to the Townsville Branch Library:— 

Secretarial Practice: Chartered Institute of 
Secretaries. 


SOUTH AUSTRALIAN DIVISION 
Lecture 


A large attendance of members was present 
at the Stow Hall on 22 August to hear a very 


and Secretaries’ Educational 
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interesting address by Mr. F. E. Piper, Q.C., 
on Some Aspects of Company Law. 


Research Officer 

Mr. H. W. Slater, Research Officer of the 
Society, visited Adelaide on 22 and 23 August. 
While in Adelaide, Mr. Slater attended the 
lecture given by Mr. F. E. Piper, Q.C., and 
later attended a meeting of the Divisional Re- 
search Committee and of the research groups 
at present undertaking research in the sub- 
jects of Stock Valuation Methods, and The 

ffect of Inflation on Capital Structures. Mr. 
Slater discussed with the research groups cur- 
rent developments in research in Australia. 


Management Conference 

The Divisional Council accepted an invita- 
tion to co-operate with the Australian Insti- 
tute of Management, Adelaide Division, in an 
office management conference on Raising the 
Efficiency of the Office. This is to be held on 
21, 22 and 23 September, 1955. The purpose 
of the conference is to give managers an 
opportunity to hear what other managers have 
done about specific problems, and to discuss 
common interests. 

The opening lecture will be given in the 
Public Library Lecture Room on Wednesday, 


21 September at 8.00 p.m. by Mr. W. 
Walker, Managing Director, South Australig 
Brush em ng 5 on the subject What 
ment Should Expect to Get from the 
Other discussions, which will be held at the 
Chamber of Manufactures Board Room, Pirie 
Street, Adelaide, will include the foll 
subjects: Jobs We Simplified and Elimi 
How We Assess and Control Work Loads, 
What We Achieved through Mechanisation, 
Our Company is Now a Team, Office Design 
and Layout, Ensuring Economie Office Design, 
The Divisional Council is pleased to be 
associated with this venture which will give 
members an opportunity of discussing many 
problems with which they are concerned. 


Personal 


Mr. Gordon F. George, F.A.S.A., has been 
appointed Senior Inspector of the Savi 
Bank of South Australia. Mr. George, 
is a member of General Council, is the In- 
mediate Past President of the South Australian 
Division. 

Mr. L. G. Bushby, A.A.S.A., a member of 
the South Australian Divisional Council, has 
been appointed Acting Manager of the Exeer- 
tor Trustee & Agency Company of South Aus- 
tralia Limited. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 

August Meetings 

Meetings were held on 1, 4 and 8 August, 
and the Council was pleased to note that there 
was an average attendance of approximately 
seventy-five. These attendances indicate that 
the action of the Council in conducting series 
of lectures whenever possible was justified. 
On these occasions Mr. J. S. Egan, B.A., B.Ed., 
A.A.S.A., A.C.I.S., A.C.A.A., spoke on the sub- 
ject of Company Law and Accounts. All those 
present were most interested in the subject 
matter presented, and the Council on behalf 
of all members records its appreciation to Mr. 
Egan for his assistance so readily given. 

There will be no meetings of the Students’ 
Society during October, as the Society’s exami- 
nations will be held during that month. 


Australasian Institute 


GENERAL COUNCIL 


1954 Cost Bulletin Competition 


We have much pleasure in announcing the 
prize-winners of the 1954 Cost Bulletin Com- 
petition, the results of which have been just 
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SOUTH AUSTRALIAN DIVISION 


By courtesy of the Divisional Council of 
the Australian Society of Accountants, men- 
bers studying Company Law were invited to 
attend a lecture on Some Aspects of Company 
Law given by Mr. F. E. Piper, Q.C., President 
of the Law Society of South Australia, at 
Stow Hall, Flinders Street, on Monday, 2 
August. 

The Committee has arranged for students 
a lecture on Business Executive Training & 
be held at the Advertiser Lecture Room, Way- 
mouth Street, Adelaide, on Friday, 23 Septem- 
ber. The lecturer on this occasion will be Mr. 
R. G. Lathey. This lecture should be of great 
interest to members. 

After the October examinations, it is hoped 
to arrange an accounting machine demonstrs 
tion and a mock directors’ meeting in Novem- 
ber. Circulars for these two functions will b 
sent, to members. 


of Cost Accountants 


announced by the adjudicating committe. 
The awards are as under:— 

Bulletin Section—Prize of £50 to Mr. A. 8 
Donnelly, A.C.A.A., Tennyson, Brisbane, 
Queensland, for his contribution 
Direct Costing. 
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Article Section—Prize of £10 to Mr. G. 

Dollimore, A.C.A.I., Woolston, Chrntchareh, 
New Zealand, for his article, A Simple Cost- 
ing System Based on Operating Times in 
Special Order Industries. 

The congratulations of General Council are 
extended to these prize-winners. In addition 
to the major prize for a complete Bulletin 
article, an additional prize was awarded to 
the contributor of the best short article on 
esting methods, and it is pleasing to note 
that this has been awarded to a member of 
the New Zealand Institute of Cost Accoun- 
tants. It is hoped that both these articles will 
be published in an early issue of the Cost 
Bulletin. 

Both these competitions are being repeated 
in 1955, and entries are now open. 


Change of Examination Syllabus 
Members and students are reminded of the 

important changes to take place in the exami- 
mation syllabus as from March, 1956. The 
examinations just concluded are the last to 
be held under the old syllabus. Next year 
there will be five papers as under:— 

. Historical Cost Accounting. 
Predetermined Cost Accounting. 

. Budgetary Control—Differential and Over- 
head Costs. 

. Planning and Installation of Cost Account- 
ing Systems and Presentation of Cost 
Information. 

5. General Principles of Industrial and Com- 
mercia] Organisation and Management. 
The fees have been fixed at £1/5/- per sub- 

ject, and subject passes will be allowed in each 

paper. 

Copies of the new syllabus are now avail- 

able from the Institute’s offices in all Divi- 

sions. 


VICTORIAN DIVISION 


Successful Activities 


The Victorian Division reports several popu- 
lar activities held in the last month. On the 


23 August a film night was held at the 
Vacuum Theatrette at which films on work 
simplification and cost procedures were shown. 
On 6 September there was a very successful 
factory visit to the paint and varnish factory 
of Lewis Berger & Sons (Vic.) Pty. Ltd. of 
Coburg, where costing methods were demon- 
strated and an interesting manufacturing pro- 
cess viewed by those who attended. 

Members are reminded that the remaining 
factory visit is to take place on 21 September 
to the factory of Olympic Cables Limited of 
Footscray. 


Future Activities 

A special public lecture series will be con- 
ducted on 10 and 17 October when lectures 
will be given on factory and office efficiency. 
Mr. J. S. Smith of Personnel Administration 
Pty. Ltd will deal with aspects of factory effi- 
ciency, and Mr. T. Hubner, A.C.A.A. of 
W. D. Seott & Co. Pty. Ltd. will deal with 
office efficiency. 

Members should book Tuesday, 6 December, 
1955, for the Institute’s annual Christmas 
luncheon at the Victoria Palace. These 
luncheons are very popular and are always 
welcomed by members as an opportunity of 
meeting friends and sharing the Christmas 
festivities with fellow members. A _ small 
charge is made to cover costs and an interest- 
ing speaker will give a topical] address. 


Public Speakers’ Group 

Regret is expressed at delay in forming the 
Public Speakers’ Group. This has been a very 
popular activity in years past, but our capable 
tutor, Mr. A. C. Sandow, is unable to continue 
because of a transfer in connexion with his 
employment. The Institute is fortunate, how- 
ever, in obtaining the services of Mr. D. K. 
Thomson who will commence the class possibly 
at the end of this month. Members who have 
indicated an interest in this function will of 
course be informed direct, but if any further 
vacancies are available, additional members 
will be accommodated. The fee is two guineas, 
and enquiries should be made through the 
Registrar. 





End Panes 


Good friends have suggested to me 
that instead of the drivel that usually 
appears in End Pages, readers would 
get much more satisfaction from that 
section of The Australian Accountant 
if it were devoted to reviews of cur- 
tent books. I agree, but I am not the 
man to do the job. 
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Angus iat 


First of all, I dislike giving advice 
(unless I am asked for it and paid for 
it). Next, it has always seemed to me 
somewhat of an impertinence to advise 
folk what they should read. Lastly, I 
suffer from Enthusiasm, a fatal defect 


in anyone aspiring to be a critic. For 
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these good reasons I have made it a 
rule not to discuss current books. 


But rules are made to be broken, 
and I do so on this occasion because 
Enthusiasm has overcome my judg- 
ment. Whether they confess it or not, 
I believe that many thousands of the 
readers of The Australian Accountant 
delight in a well written mystery story. 
With unbridled enthusiasm I recom- 
mend the stories of Cyril Hare. This 
is the pen name of His Honour Judge 
Gordon Clark of the English Bench. 
Two of his books have appeared as Pen- 
guin Books—Tragedy at Law (No. 897) 
and With a Bare Bodkin (No. 1007). It 
is of these I wish to speak. 


Tragedy at Law is a story of a High 
Court Judge on Circuit, his wife, his 
staff, and the attendant members of 
the Bar. Cyril Hare takes us into an 
enchanted land; save for his pen it is 
a land we poor pedestrian bookkeepers 
would never glimpse. The story is so 
absorbing that we do not merely watch 
with lively interest the members of 
the Circuit as they travel through the 
varying English towns; we go on Cir- 
cuit with them; we share their difficul- 
ties, their doubts, their fears, and their 
relaxations. We are caught up with 
their intrigues; we are baffled by a 
series of misadventures which culmin- 
ate in a murder, the solution of which 
is found by the lovable hero in one of 
the decided cases. In brief, charac- 
terisation, narrative and plot are of 
the very highest order, and the setting 
is a novel one. 

The lovable hero of Tragedy at Law, 
Mr. Pettigrew, appears again in With 
a Bare Bodkin. It is the time of 
World War II and he becomes legal 
adviser to the Pin Control, a govern- 
ment department which has_ been 
evacuated to a remote seaside village. 
Once again the murder is belated, and 
the victim becomes well known to us 
before the Bodkin strikes. The cause 
of the murder is a certain legal pro- 
cedure which has a glaring defect in 
it. I have known of this defect for 
nearly fifty years and have often won- 
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dered if someone would take adv, 
of it. The story is a pure delight 
Mr. Pettigrew cements a lasting f 
ship. 

In a vain attempt to display 
slight critical talent I draw attent 


Pap = 


to two trifling defects in With a} i 


Bodkin. 


A certain company is fined for bres 
of a war-time regulation. The auf 
concludes his account of the trial) 
saying “The costs of the defence 
the substantial fine which wag 
posed upon the defendants taken 
gether had the effect of reducing # 


3 
t 


| 


liability to Excess Profits Tax by g lite 


an appreciable amount.” The lear 
author was, before elevation to 


County Court Bench, mainly practising 


in the Criminal Courts, so that 
would be unlikely to have any exp 


ence in the quasi-criminal subject@ 


income tax. 
fered in excuse for the author’s 
In J.R. Comrs. v. Von Glehn & Co. 


This explanation is @ 


(1920) 12 T.C. 232, and /.R. Comra™ 


Warnes & Co. Ltd. (1919), it was 
that penalties imposed for breach’ 
the law committed in the course of) 
ercising a trade (and costs) cannot 
deducted for income tax purposes. % 
hope the passage (which is a 9 
aside) will be deleted from the m 


subsequent editions of the book. | 


The second slip brings anger to 
ignoble brow. It is one made by ca 
less authors and cartoonists who 
not had the experience of dictating} 
ters to stenographers. The offent 
passage reads: “Miss Brown ...; 
down on her usual chair, her sh 
hand pad on her knee and her pf 
poised.” I would have you know, 
that no stenographer outside a | 
asylum takes shorthand “on her & 
when there is a table available 
which to place her note book. 
old shorthand writer I can assure %§ 
Sir, there is no more uncomfortab 
more inefficient place on which to 
shorthand. The table is the pi 
place. Feet flat on the ground, 
up, and, like the Prophet Elijal 
for your life. 


= 
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